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PREFACE 


The dependency of expansion and stability in the Canadian 
economy upon external markets and sources of supply makes for- 
eign trade and tariff policy an issue of the first magnitude. This 
volume is an historical and analytical account of events in this 
field and their industrial and commercial consequences, from the 
British conquest of 1763 to the outbreak of World War II in 
1939. The author’s original intention was to confine the study 
to the influence of government policy on the establishment and 
growth in Canada of a selected group of tariff-protected indus- 
tries. The lack of an objective and comprehensive account of the 
development of Canadian external economic policy, however, sug- 
gested the need for the present study. The main emphasis is on 
the customs tariff as the primary instrument of trade policy. How- 
ever, the use of the broader term, commercial policy, in the title 
indicates that such complementary techniques as subsidies, ship- 
ping regulations, and exchange and currency matters, have also 
been considered. 

The book embraces one hundred and eighty years of Canadian 
economic development. Major emphasis is placed on the period 
of nationhood from 1867 to 1939, but the record of commercial 
policy during the colonial period has been included, however, not 
only for its bearing on industrial beginnings in what were to be- 
come the provinces of the Dominion, but also because subsequent 
developments and political cleavages were largely shaped by pre- 
confederation debate and legislative and executive action. The 
lines of the tariff battle were drawn, and the fundamental issues 
raised in British North America in the 1840’s and 1850’s, even 
while rival economic groups in the mother country and the ex- 
ternal relations of the Empire, particularly with the United States, 
were still the main determinants of colonial and imperial trade 
regulations. By 1859 a modern protective tariff had been evolved 
in the then province of Canada with the assistance of infant in- 
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dustry arguments, pressure groups, embryonic nationalism, and 
the other equipage of later day protectionists. 

During the formative period of Dominion commercial policy in 
the two decades following Confederation, tariff makers attempted 
to anticipate the majority view of an electorate attracted both by 
the example of the United States’ experience with protection and 
the British precept of free trade. When the period of compromise 
and political inconsistency had run its course and the protectionist 
viewpoint had triumphed in 1879, tariff for industrial expansion 
supplanted tariff for revenue as a constant in Canadian economic 
affairs. During most of the last sixty years freer trade preach- 
ments and protectionist practices have characterized both major 
political parties. In the minutae of the tariff controversy articu- 
late group interest, often of minor political importance, has fre- 
quently obtained a hearing and at times achieved remarkable 
legislative results. Signal success has been achieved by such 
groups in initiating new quirks in administrative procedures, and 
competitive imports have been excluded by arbitrary customs 
valuations, “dumping” penalties and the like. Generally, the most 
skilful advocates of these measures have been manufacturing 
groups, though the success of specialized agriculturists, such as 
fruit and vegetable producers, in winning protection for their 
products makes the popular conception of Jim protectionist as 
an opulent manufacturer in contrast to honest John free trader, 
an impecunious farmer, rather inaccurate. 

Compared with the plethora of trade control devices developed 
by .the leading commercial powers between World Wars I and II, 
the course taken by Canada has been along traditional lines. 
Apart from a widening degree of rate discrimination favoring 
Empire countries before and after the Ottawa conference and an 
uninhibited resort to tariff administration as a weapon of trade 
control during the depths of the depression, little experimentation 
with less orthodox trade control methods occurred. Except for 
the depreciation of Canadian exchange in terms of the United 
States currency following the departure of sterling from gold in 
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1931, no exchange manipulation, clearing and payment agree- 
ments, or the like have been deliberately employed in Canada. 

A principal focus of this study, aside from the historical record 
of tariff changes, is the significance of commercial policy on the 
development, stability, and economic behavior of a selected group 
of manufacturing industries. This emphasis upon the steel, farm 
machinery, textile, and automobile industries has reduced, though 
not eliminated, the possibility for generalization regarding such 
broad questions as the influence of the tariff on national income, 
investment, and consumption. Inasmuch as the economic health 
and the development of the nation is a composite of many factors 
in addition to external commercial policy, it is thought the ap- 
proach followed here has practical merit. However, it is hoped 
that subsequent research, particularly as to the net influence on 
investment of protective duties, will yield conclusive results. 

The contributions to this volume of the author’s wife. Dr. Alice 
Morrisey McDiarmid of the Department of State, have been more 
those of a co-author than of the usual wifely assistant. Chapter V, 
the Maritimes and Confederation, was written by her as was a 
large portion of Chapter II, the Struggle for a Colonial Commer- 
cial Policy. In addition her criticism and research aid have con- 
tributed to the work throughout. 

Special thanks are due the Social Science Research Council of 
Canada for generous financial assistance in the publication of the 
manuscript and to the anonymous members of the reading panel 
of the Council for their many helpful suggestions. Professor 
W. Burton Hurd of McMaster University has been most kind in 
expediting the consideration of the manuscript by the Council. 
The gratitude of the author is also extended to the Maurice Cody 
Research Fellowships and Scholarships Fund and to the Royal 
Society of Canada for financial aid that made possible the under- 
taking of this research. 

Acknowledgments are due the many authors to whose works 
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thanks are extended to Professors Harold A. Innis and Vincent W. 
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IN THE CANADIAN ECONOMY 




CHAPTER I 


COMMERCIAL POLICY AND THE CANADIAN 
ECONOMY 

Scrutiny of Canadian commercial policy offers inducements in 
keeping with the complexity of the task. The significance of tariff 
policy to a national economy is in direct relation to the proportion 
of the country’s economic activity that arises out of foreign trade 
and in inverse ratio to the size and diversity of the nation’s domes- 
tic industry. On both counts foreign commercial policy has been 
of great importance in the national economic life of Canada as 
compared with larger and more self-contained states. More than 
30 per cent of the national income of Canada in prosperous years 
has been directly owing to foreign trade, and, at least up until the 
first World War, Canadian industry was neither large nor well 
diversified. 

On grounds of theoretical interest, too, the Canadian experience 
in employing the customs tariff as a determinant of the type and 
diversity of industrial development commands attention. As a 
young economy in which industrialization and settlement were 
simultaneous processes, the so-called “infant industry” or, if you 
will, the “historical economies of large-scale production” argu- 
ment had a satisfactory testing ground. The fact that Canadian 
markets as well as manufacturing centres are contiguous to the 
great industrial regions of the United States and accessible to 
those of Britain and Europe by ocean transport has brought the 
so-called “dumping” and the “cheap labour” arguments much 
into the foreground in Canadian tariff debate. In recent .decades 
the need for a favourable balance of payments on international 
account to service external financial obligations incurred during 
the great expansion period of the past has seemed to present an- 
other argument for import control and regulation. Finally, the 
use of a high tariff and supplementary devices as investment and 
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employment stimulants and as means of sheltering the national 
economy from world-wide forces of deflation and economic chaos 
has been tested. 

The central question in the tariff issue in Canada is the relation 
between the over-all amount and incidence of burden and the 
total amount and distribution of benefits whether from protection 
or expenditure of tariff receipts. Quantitative economic analysis 
may direct its examination of this question to the observation of 
terms of trade, measurement of the utilization of productive re- 
sources as reflected in industrial growth, and the evaluation of the 
amount and distribution of national dividend. The dynamic 
milieu in which tariff policy has operated in Canada makes it 
impossible to attribute changes in these basic factors to tariff- 
induced causes alone. However, the study of certain representa- 
tive industries and the consideration of more general economic 
variables in later chapters of this volume are not without some 
conclusive results. 

Certain observations can be made without elaborate theoretical 
or historical analysis. From the fiscal standpoint, the tariff was a 
principal means by which the burden of overhead costs incidental 
to the construction of great public and publicly supported trans- 
portation systems and other federal expenditures in support of 
Confederation was allocated to the users of consumer goods and 
capital equipment. As Dr. Innis has observed, “In combination 
with government ownership, the tariff served as an effective 
weapon by which the returns accruing from the application of 
mature industrial technique- to virgin natural resources were re- 
tained by Canada.” ^ This is not to understate the protective qual- 
ity -of the tariff in later decades nor to underestimate the lack of 
equity in its burdens. The shading of fiscal objectives into inci- 
dental and ifltimately avowed protectionist motives was a marked 
evolution of later colonial and early Dominion tariff-making. 

Inasmuch as the burden of the tariff, whether fiscal or pro- 
tective, has fallen in part on the crisis-vulnerable export indus- 

^ Harold A. Innis, Problems of Staple Production in Canada (Toronto: Ryerson, 
1933). P. 104. 
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tries, especially in the Maritime and western provinces, it has 
reduced opportunities for marginal development and diminished 
net revenues available for meeting overhead costs of individual 
producers. Thus the rate of bankruptcy has been increased in 
depression. The quantitative balancing of gain to exporters from 
government-supported transport against the inequities of a tariff- 
protected domestic price structure is a task not within the scope 
of this volume.^ However, the pervasiveness of the problem will 
be brought out frequently in subsequent discussions. 

As in all democratic states, the great decisions that have shaped 
Canadian commercial policy have resulted from the pressures of 
articulate economic and political interests and have not been the 
logical products of any general economic principle. The classic 
case for free trade has been ably stated in parliamentary and other 
political debate, but the greatest freedom of expression has been 
reserved for the loyal Opposition. Some of the practical political 
and economic factors that have influenced the evolution of the 
country’s trade policy will be reviewed in this introduction. 

Throughout a good part of the colonial period which ended with 
Confederation, commercial policy was influenced by absentee of- 
ficialdom as well as by resident legislative bodies. After 1790 in 
Canada, and earlier in the Maritime colonies, elected legislators 
exercised ill-defined tariff-making functions. But until 1846, 
when Britain discarded protection at home and mercantilism in 
the Empire, the Colonial Office administrator, acting through the 
colonial governor and council, was the final arbiter of colonial 
commercial policy. Indeed as late as 1877 a representative of the 
mother country in the Dominion claimed the privilege of vetoing 
differential duties adopted at Ottawa, and only at the imperial 
conference of 1911 was the constitutional position of the Domin- 
ion, as a claimant to autonomous treaty-making powers with for- 

^See Vincent W. Bladen, Introduction to Political Economy (Toronto: Univer- 
sity of Toronto Press, 1943), p. 120. . . while the price of wheat fell about 

66 per cent between 1929 and 1933, the average fall in the prices of a large sample 
of the ‘things farmers buy’ was only 25 per cent. . . This is not to imply Pro- 
fessor Bladen attributes all rigidity in consumer goods and capital equipment 
prices to the tariff. 
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eign governments, finally established. The protectionist leanings 
of Canadian tariff makers, when trade control became anathema 
to the free traders of the Manchester school, were undoubtedly 
responsible for the reluctance of the Colonial Office to keep its 
hands off the Canadian tariff even after tariff autonomy had been 
ostensibly granted in 1846. 

Under the French and later the British mercantile systems, the 
colonies were valued as complements to the metropolitan economy 
of the mother country; this was particularly true after the Amer- 
ican Revolution had destroyed the old British Empire. The raw 
materials of the North American forests fitted too well the pattern 
of integrated economic empire to allow any loosening of imperial 
monopoly that commercial policy and the Navigation Acts could 
maintain. Not until free trade economics and colonial discontent 
combined to bring about the repeal of differential duties in 1846, , 
and of the Navigation Acts three years later, did the colonies ob- 
tain a fair measure of tariff autonomy. Long before this, however, 
a brisk though spasmodic trade had grown up with diversified 
New England and the important centres of staple production in 
the West Indies. Jay’s Treaty in 1796 opened the inland bound- 
ary; and, with the westward expansion of the United States 
through regions south of the Great Lakes after 1800, Canadian- 
American commercial relations — both legitimate and otherwise — 
became important and exerted pressure within the Empire against 
exclusive trade policy. The voices raised in Upper Canada for 
political reform in the 1820’s and 1830’s, notably that of William 
Lyon Mackenzie, also demanded freedom from the monopoly- 
breeding restrictions and controls of the mercantile system.® 

The union of the Canadas in 1841 and the Confederation of a 
quarter century later brought uniform tariffs over wider areas. 
Both were in response to expanding internal economy based on 
export trade and capital imports. The leading commercial inter- 
ests of the period were those of the merchants and shipowners 

®Leo Warshaw, “The Economic Forces Leading to a Centralized Federalism in 
Canada,” in Essays in Political Economy, Harold A. Innis, ed. (Toronto; Uni- 
versity of Toronto Press, 1938), p. 226. 
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whose operations depended on the removal of internal trade bar- 
riers and a commercial policy that would channelize a large pro- 
portion of United States, as well as Canadian, exports and imports 
via the St. Lawrence. This group were not free traders in the 
doctrinaire sense and were firm in the mercantile tradition as far 
as using commercial policy and the Navigation Acts to their own 
advantage was concerned. Nevertheless, they stood for an ex- 
panding economy that would include all of the British North 
American colonies and establish close trade ties with the export 
industries of the northern states. 

The vested interests which had supported the old imperial sys- 
tem that received its coup de grace in 1846 and 1849 were in part 
British and in part colonial. The Canadian merchant class vented 
its indignation at the elimination of its preferred position in the 
Annexation Manifesto of 1850. Already, however, new economic 
interests, indigenous to Canada, were appearing to play the domi- 
nant role in shaping the Canadian commercial policy of the future. 
The demand, first for “incidental,” and later for full fledged tariff 
protection for home industry, took its place as the leading issue in 
Canadian politics. Those who see in the protective tariff an instru- 
ment of monopoly wielded only by manufacturing interests might 
note that one of the first applications of the protective principle 
in Canada was embodied in the agricultural tariff of 1843. Not 
until fifteen years later were the manufacturers able to enact a 
measure that gave substantial protection to farm machinery, tex- 
tiles, sugar refining, and other “infant” industries. Pressure 
groups representative of manufacturing interests have played the 
most important part in supporting the protective features of Cana- 
dian commercial policy, but, when the vital decision was taken in 
1878 to repudiate the free trade principle for an avowedly pro- 
tective tariff, agricultural as well as industrial support was gained 
for a time by propdhents of the new policy. As a matter of fact, 
in Canada, as in other countries of continental dimensions, the 
tariff issue has been drawn upon regional rather than strictly 
industrial lines. The Ontario farmer has usually believed that his 
economic interests lay parallel to those of the urban manufacturer 
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and industrial worker upon whom his market largely depended 
rather than with the export-conscious western provinces or with 
the more commercially minded Maritimes. 

In Canada the tariff has enjoyed unusually great survival power 
as the main subject of cleavage between political groups. It has 
been the issue of paramount importance in at least four, of the 
half dozen or so, crucial election campaigns since Confederation. 
In 1878, 1896, 1911, and perhaps in 1930, other issues were of 
secondary importance. Even in 1874, 1921, and 1935, the tariff 
issue in some form was prominently injected into the campaigns. 
It is true, however, that the need for an issue in political warfare 
has given exaggerated emphasis to the depth of partisan differ- 
ences on the issue. Since the closing years of the nineteenth cen- 
tury, differences in doctrine between Liberal and Conservative or 
in practice when in office have not been very pronounced, certainly 
not reminiscent of the struggles between the commercial interests 
and protectionist farmers of the 1830’s. The party of Laurier 
and King has stood for moderate protection for consumer goods 
and for loopholes in the tariff for the capital- equipment and raw 
materials required by domestic industry and agriculture. The 
Conservatives, for their part, have been protagonists for a well- 
rounded system of protection for all branches of industry which 
have appeared capable of “economical and efficient” production 
in Canada. Depressions have stiffened the exclusionist wing of 
the Conservative Party sponsored by manufacturing groups, and 
its standard bearers have been unsuccessful in gaining support in 
Western Canada and the Maritimes during periods of falling 
prices and agricultural distress. Liberals, on the other hand, have 
lost political support in Central Canada and gained in the East 
and West during such periods. 

Neither major party has made much use of extra-tariff controls 
of international trade, such as manipulation of exchange rates, 
quota devices, and currency clearing agreements that were popu- 
lar abroad in the 1930’s. Canada’s principal contribution to the 
technique of trade restrictions has been in giving the executive 
and administrative branches of government a wide measure of 
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control over the effective rate of duties through artificial valua- 
tion of goods for duty purposes. This technique reached its high- 
est development during the Conservative administration of 1930 
to 1935- 

Most of the political heat that has brought about the important 
changes in the Canadian tariff has been generated during eco- 
nomic depressions. The commercial depression of the 1870’s had 
as its consequence the defeat of the “revenue tariff” party and the 
emergence of the National Policy. With the rise of the West to 
political importance the regional factor in the tariff controversy 
became more important in 1894, when agricultural depression 
forced a modification of the National Policy at the hands of its 
original exponents, and subsequently elected a Liberal adminis- 
tration pledged to tariff reform. Similarly the collapse of the farm 
prosperity in 1920-21 brought the Liberals to power and created 
a new block in federal politics, the Progressive Party, that was 
the driving anti-protectionist force during the next decade. The 
collapse of 1930 and the continuance of depression through 1935 
brought about significant changes in commercial policy as well as 
political control. 

During the colonial period in Canada and the Maritimes the 
fiscal function of the tariff overshadowed, but did not entirely 
obscure, its operation as a protector of local industry and as a 
regulator of commercial intercourse with the United States and 
the West Indies. Its role as the mainstay of colonial finances 
was largely the result of its political appeal and the inapplicabil- 
ity of alternative methods of taxation. Direct taxation except for 
levies on the sale and use of alienated lands was inexpedient, and, 
in any case, as Galt argued in 1859, would have proved inadequate 
from the fiscal standpoint. The difficulty of determining taxable 
income when most investment of a private nature was highly 
speculative, and when most of the population was engaged in 
self-sufficient agriculture, placed the burden of supporting the 
government and servicing the public debt on import duties. 
Thus, although protection was inherent in the 20 per cent duties 
of 1859, it was not until twenty years later that it became the 



lO COMMERCIAL POLICY IN CANADIAN ECONOMY 

avowed objective of the tariff makers. Not until the Great War 
did the Dominion develop in the personal income tax any effective 
substitute for the import duty as a revenue producer. By reducing 
the level of disposable net income in extractive industries the tariff 
perhaps contributed to its own survival as a mainstay of federal 
finance. 

In the following chapters the evolution of colonial and Domin- 
ion tariff history is considered as the end product of regional and 
group forces in the political life of the country. The repercussions 
of policy on external commercial intercourse and internal indus- 
trial growth are given parallel consideration. 



CHAPTER II 


THE STRUGGLE FOR A COLONIAL 
COMMERCIAL POLICY 

The problem of fitting Canada into the economic structure of 
the mercantilist empires of France and England dominated the 
evolution of colonial commercial policy until a system of imperial 
preferences supplanted rigid mercantilist restrictions in the 1820’s. 
Before the American Revolution the place of Quebec in imperial 
trade organization was relatively simple. Furs, her principal ex- 
port staple, had a definite place in mercantilist economy when the 
southern members of the thirteen colonies and the West Indies 
were the real sheet anchors of British colonial policy. The Ameri- 
can Revolution suddenly projected Canada into a place in the 
system that she was not equipped to fill, namely, granary and com- 
mercial, complement to the West Indies. Therefore, when imperial 
leaders tried to ignore the necessity for readjusting a trading sys- 
tem which had lost its principal support, they were defeated by 
the lack of exportable surpluses in British North America and by 
the economic necessities of the West Indies. As the Colonial Of- 
fice and the Board of Trade slowly modified their policies, and as 
the United States forced her way back into imperial commerce, 
Canada grew in value as a supplier, a market, and an entrepot. 
When the internal economies, of the North American colonies 
became more diversified further modifications became necessary 
in imperial policy. Fortunately for the future of the Empire, Brit- 
ish leadership was not now as obtuse, nor colonial development as 
dynamic, as in the thirteen colonies before 1775. 

Throughout the French period, which will be very briefly re- 
viewed here, mercantilism was of course supreme. Canada was 
a military, trading, and religious outpost of the mother country, 
unable to provide even for the maintenance of civil government 
from customs duties on its rigourously controlled import trade. 
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Under the paternalistic French colonial administration, the 
economic welfare of the St. Lawrence colony was subsidiary to 
French metropolitan economy and to the political, military, and 
religious ambitions of French imperialists. To harmonize the 
economic life of the colony with that of the metropolis unsuccess- 
ful attempts were made at fixing stable and uniform prices for 
Canadian exports, notably beaver, and other furs. Diversification 
of colonial industry was hampered by mercantilist regulations. 
External trade was strictly channelized; even that with the mother 
country was under the surveillance of companies endowed by the 
Crown with monopoly power. Only the activities of the smugglers 
enjoyed a measure of freedom, since French administration was 
inadequate to cope with the colony’s extensive and ill-defined fron- 
tiers, which bordered on the wilderness and were accessible to the 
English colonies and to the sea. The trade of the St. Lawrence 
merchants was too closely bound up with this illicit commerce for 
effective control. Revenues, inadequate even for the small ex- 
penses of local administration, came from customs duties on 
liquors, wines, and other luxury imports, export taxes on the fur 
trade, and feudal dues. Duties were levied on wine, rum, brandy, 
and a 3 per cent tax on the import and export of dry goods. 

When English mercantilism replaced that of France in 1763 
the opportunities for legitimate trade increased. British sea power 
now fought on the side of Canadian commerce, and the Atlantic 
colonies, the British West Indies, and England herself offered 
new opportunities for trade expansion. The energy of the English 
merchant in the first decade of British rule overcame some of the 
handicaps of antagonism from the French colonists and the bank- 
rupt state of the colony. Old economic ties were broken and new 
ones forged. The change in political administration, however, 
caused little transformation in the manner of financial policy and 
general economic control. 

Before the American Revolution, goods entered the colony 
legally from Great Britain or the British colonies if carried in 
British or colonial vessels, but direct trade with any foreign coun- 
try or commerce within the Empire in foreign ships was contrary 
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to the cornerstone of British mercantilism, the Navigation Acts. 
Since Britain commanded the sea, and no foreign territory now 
remotely approached the Canadian hinterland, smuggling did not 
loom large in the years before the Revolution. In winter, when 
the St. Lawrence was closed, manufactured goods reached the 
colony through Albany, and in the few years of surplus, small 
amounts of wheat, flour, and the like found their way out by the 
inland route. Furs, still the basic staple, went direct by sea to 
England. 

Sources of revenue under the early English regime closely fol- 
lowed the French pattern. They were neither adequate, popular 
with the citizenry, nor stable in amount and application. The 
small, impoverished population of some 65,000 or 70,000 could 
support only the lightest taxation on the necessities of life. But 
Britain was disinclined to alienate the feudal seigneurs or the 
church by imposing a land tax, though the feudal dues remained. 
The government set up in 1763, consisting of Governor Murray 
and an appointed council, continued to levy the French taxes and 
dues on “luxury” imports, supplemented by excises on spirits.^ 
The revenues were small, however, since the feudal dues were col- 
lected inefficiently and the main revenue-producer among the cus- 
toms duties had been the tax on French wines, which were ex- 
cluded after the conquest.^ In 1764, an imperial act (4 Geo. Ill, c. 
15, Imp.) levied duties on indigo, coffee, wine, silks, calicoes, cam- 
brics, French lawns, pimento, foreign molasses, and British and 
foreign sugar. In 1766 these duties on foreign molasses, British 
sugar, coffee, pimento, and textiles were repealed (6 Geo. Ill, c. 
52, Imp.) but the tax on wines remained, and new duties were 

^ A receiver-general and a collector of customs were appointed by the Crown di- 
rectly. Funds derived from customs duties were paid to the receiver-general and 
were accounted for to the commissioners of His Majesty’s Treasury. After the ex- 
penses of collection were deducted, the proceeds were appropriated to the expenses 
of the colony on the warrant of the governor. See Adam Shortt and Arthur G. 
Doughty, editors, Canada and Its Provinces (23 vols., Toronto: Edinburgh Uni- 
versity Press, 1914-1917), IV, 425. 

^ Helen Taft Manning, British Colonial Government after the American Revolu- 
tion, 1^82-1820 (New Haven: Yale University Press, 1933), pp. 200-201. 
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imposed on molasses, syrup, coffee, and pimento.® Even with 
these additional sources of revenue the colony was usually unable 
to meet its civil list. Deficits were met by grants from the fixed 
imperial revenue or charged to the British Treasury as “army 
extraordinaries.” Later, in 1769, the 3 per cent French duty on 
foreign trade in dry goods was remitted. Three farthings per 
pound continued on all tobacco and snuff imported. Preference 
was given to brandy and other spirits manufactured in Great 
Britain and imported in British ships.^ 

Since the British, like the French, valued Canada for its strate- 
gic position and its fur trade, a great bid for French Canadian 
loyalty was made in the Quebec Act. At the same time the need of 
revenue and the unpopularity of the French and British duties 
furnished the impetus for the passage of the accompanying finan- 
cial measure, the Quebec Revenue Act of 1774 (14 Geo. Ill, c. 88, 
Imp.). Though the act was envisaged as a revenue measure, its 
mercantilist character can hardly be overstressed. To encourage 
the shipping and manufacturing interests of the United Kingdom, 
duties were framed to stimulate the circular or triangular com- 
merce of Great Britain with her North American and West Indian 
possessions, especially with respect to the liquor trade. Rum, 
entering CanadaN from the West Indian possessions directly, paid 
6d. per gallon, from other British American possessions gd., and 
15 . when from possessions of foreign powers in the western 
hemisphere. On the other hand, rum from the British Isles, to 
which British West Indies spirits had free access, entered Canada 
at xd. a gallon, enjoying a sd. preference over direct shipments 
from the Indies. Molasses, from which rum was produced, paid 
^d. when brought in ships of the United Kingdom or of Canada, 
and ()d. when transported in other Fmpire ships. The result was 

° The act of 1764 in so far as it applied to wines and that of 1766 to molasses and 
pimento remained in force until 1842. 

A. Inrds, Select Documents in Canadian Economic History , i4Q'/—i'r83 
(Toronto: University of Toronto Press, 1929), p. 565, from Quebec Gazette, Febru- 
ary 9, 1769. 
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that rum, the sine qua non of the fur trade, was cheaper when im- 
ported from Great Britain than when directly imported from the 
Indies, and British owned ships were given an advantage in the 
molasses trade. Since the act made no distinction between Empire 
and foreign molasses so long as it came in British ships, and since 
foreign molasses from the French and Dutch islands was cheaper, 
a Canadian distilling industry grew up using foreign molasses. 

In general, the Quebec Revenue Act was a failure as a solution 
to Canada’s trade and fiscal problems. The special preferences 
accorded British rum engendered a mercantilist conflict, after the 
American Revolution, over American entrance to the West Indies 
and the retention of monopoly by British and colonial ships in 
that area. Despite the lower duties applied to molasses brought in 
British ships there was a still cheaper way to obtain this basic 
requirement of the distillery industry and of the fur trade, namely, 
by smuggling it in over the inland route from the United States. 
The keen competition that existed in the fur trade north and south 
of the border after 1783 made Canadians favourably disposed 
towards this illicit traffic, and many even favoured opening the 
Indies trade with Canada to American ships in order to obtain 
cheaper molasses. Besides paving the way for future trade dis- 
putes, which were to continue for the next half century, the act 
was also disappointing as a revenue-producer. In 1776, despite 
the new duties, the gap between revenue and civil expenditure in 
Canada was about £10,000. In the sixteen years from the inaugu- 
ration of the act in 1775 to October 1791, a total of only £94,762 
was collected under it, about 15 per cent of which was cost of 
collection.® 

The second phase of British rule in Canada may be said to date 
from the revolt of the thirteen colonies. We shall first examine 
some of the immediate consequences of that event to colonial com- 
merce. The American Revolution stimulated some aspects of 
Canadian trade and stifled others. Between 1771 and 1775 Can- 

® Manning, British Colonial Government, pp. 201 and 308; Siiortt and Doughty, 
Canada and Its Provinces, IV, 497, 
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ada had exported some flour and lumber to the British West Indies 
and the Maritimes. The war checked this development as the 
British fleet lacked decisive power in North American waters. 
Furthermore, the war, by making Canada dependent on her own 
resources, aggravated the problem of food supply so that em- 
bargoes were laid on the export of provisions.® But since the 
Revolution cut off British supplies of naval stores and lumber 
from New England, Virginia, and the Baltic, Canadian turpen- 
tine, potash, and timber came into the breach, and the forest in- 
dustries prospered. The specialized St. Lawrence colony based on 
furs had not been highly prized as a market for British manufac- 
tures, but after 1770 it -began to find a sphere of usefulness in the 
British colonial system. Canada was not, therefore, given to the 
United States in 1783 as American negotiators proposed. 

The Revolution, however, had dealt a staggering blow to the 
practical operation of mercantilism. First, it called forth the 
Declaratory Act of 1778 (18 Geo. Ill, c. 12, Imp.), a gesture of 
appeasement by which the British bound themselves to levy duties 
only for the regulation of trade and to leave the revenues collected 
to the colonies where they were obtained. Since Canada had no 
.autonomous fiscal authority, this legislation had little immediate 
meaning to her, but, nonetheless, it represented a notable conces- 
sion of principle. Secondly, the Revolution undermined the Que- 
bec Revenue Act which penalized direct trade between Canada 
and the West Indies in favour of the mother country. If Canada 
were to take the place of the United States as the source of sup- 
plies of the West Indies, modification of this statute was clearly 
essential. This, however, was not easily achieved. Finally, the 
Revolution led to the breakdown of the time-honoured practice of 
excluding foreigners from the colonial trade. Within four years 
after the close of the Revolution American goods could legally 
enter Canada by land or inland navigation, and in two years more 
some of them were received in Britain on the same basis as colo- 
nial goods. In short, Britain was forced to seek a new basis for 

® Gerald S. Graham, British Policy and Canada, a Study in x 8 th 

Century Trade Policy (London: Longmans, Green, 1930), chapter iii. 
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empire, one into which slowly developing Canada would fit. Such 
a system emerged haltingly, however, as the diehards in Britain 
did not quickly forsake their absolute principles. 

Despite the hopes of Pitt and Shelburne, the Peace of Paris not 
only recognized the independence of the United States, but placed 
that country outside the British mercantile system and the legal 
trading sphere of the St. Lawrence colony. While American ships 
were allowed to trade with the United Kingdom, they were ex- 
cluded from British colonies on the mainland and in the West 
Indies. This triumph of mercantilist principle did not endure, for 
both Quebec and the West Indies were often short of food, and 
both wished to pursue their commercial interests even when these 
conflicted with imperial policy. 

The exclusionists in Parliament had framed their policy in the 
belief that Quebec and the Maritime Provinces could replace New 
England in the triangular trade with the West Indies. This trade 
had been regulated by the Quebec Revenue Act which, it will be 
recalled, gave rum imported via the British Isles a preference. 
While the act had satisfied mercantilist principles by stimulating 
the merchant marine, it made rum more expensive in Canada than 
in the United States.^ Quebec and the Maritimes could not supply 
the provisions and lumber the W»gt Indies needed, American ships 
had to be admitted to the trade on a year-to-year basis, and the 
West Indies had to pay for American products with riim. In 
1788, in an attempt to concede a little to the West Indies planters 
and the North American colonists without impairing imperial 
policy. Parliament passed an act (28 Geo. Ill, c. 39, Imp.) lifting 
the heavy duty (6d. a gallon) on rum brought as return cargo by 
Canadian vessels which had taken lumber or provisions to the 
West Indies. But the inability of Quebec to supply the West 
Indies, and the high value of rum as compared with bulky cargoes 


American ships could have been kept out of the West Indies as the exclu- 
sionists planned, the British could have better controlled the price at which they 
sold rum in the United States though American access to foreign molasses would 
have made such control difficult in any case. But Canadians would not have been 
at a disadvantage in obtaining rum for the fur trade. 
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of provisions and lumber, meant that this measure afforded little 
relief.® 

The development of Canada as an inland entrepot helped to 
offset her failure to become the granary of the West Indies. The 
steps by which the entrepot came about were marked by a series 
of retreats from the exclusionist philosophy: retreats due to the 
same factors which compelled concessions on the West Indies 
front. ■ In the years immediately following the Revolution, when 
trade by sea was expressly forbidden, the legality of trade by 
land across the frontier remained doubtful. Along the Great 
Lakes, where settlers were few and the British occupied posts in 
American territory, the frontier was ignored and the Indian fur 
trade south of the Lakes was encouraged. The only section where 
direct exchange between white settlers could occur was along the 
Vermont frontier. From that erstwhile colony there could come 
foodstuffs in case of crop failure in Quebec. Here, too, there was 
hope of adding another province to the commercial, and perhaps 
the political, empire of the St. Lawrence. Vermont’s remoteness 
from the main channels of trade in the United States, and its 
border quarrels with its neighbours, made the hope far from im- 
probable. The story of Vermont’s flirtation with the British need 
not be recounted.® The state was at first rebuffed because of Brit- 
ish fear of smuggling and later encouraged because of expansion- 
ist ambitions and the Royal Navy’s desire for oak, of which 
Vermont’s supply was superior to Quebec’s.^® To test the weld- 
ing properties of commercial intercourse. Lord Dorchester in 
1787 permitted the opening of trade by Lake Champlain and the 
Richelieu, the first legally sanctioned trade between Canada and 
the United States.^^ The free importation of lumber, naval stores, 

®See Gerald S. Graham, Sea Power and British North America, 1783-1820, a 
Study in British Colonial Policy (Cambridge: Harvard University Press, 1941), 
pp. 123-129. 

®See W. A. Mackintosh, “Canada and Vermont; a Study in Historical Geog- 
raphy,” Canadian Historical Review, VIU (1927), 9--30. 

Graham, British Policy, chapters vii and viii. 

^Public Archives of Canada, hereinafter cited as P.A.C., C* 0 * 42, vol, 12, pp. 
159-162. 
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hemp, flax, grain, provisions, and all products grown in neighbour- 
ing states was allowed. Pot and pearl ashes and tobacco were also 
admitted despite the opposition of Canadian makers of potash 
(27 Geo. Ill, c. 8, Quebec Ordinance). In explaining his action, 
Dorchester declared that he did not believe the imperial prohibi- 
tion on trade by sea had been intended to prohibit all trade with 
the United States, especially Vermont. He also suggested that 
goods which could legally go to England in United States vessels 
should be allowed to enter Canada for re-export.^® Though it 
took a little time for the latter suggestion to bear fruit, Dorches- 
ter’s action in opening the border was ratified by the Board of 
Trade. In 1788 the inland trade was put on a regular basis by a 
colonial ordinance (28 Geo. Ill, c. i, Quebec Ordinance) which 
attempted to promote a two-way trade by allowing the export to 
the United States of Canadian produce, except furs, and of British 
goods imported into Canada by sea. The free importation of 
enumerated articles including lumber, naval stores, foodstuffs, 
livestock, or anything else grown in the United States was per- 
mitted, but the entry of rum, spirits, and non-enumerated articles, 
namely, manufactured products, and West Indian goods, was pro- 
hibited. In 1790 pig and bar iron were added to the enumerated 
list (30 Geo. Ill, c. 2, Quebec Ordinance). Dorchester’s order 
and the ordinance of 1788 broke down the policy of exclusion in 
the inland trade and marked the beginning of local regulations in 
this field. 

Imperial authority, however, maintained the mercantilist phi- 
losophy in trade by sea. Immediately after the war, all sea-borne 
trade between Quebec and the United States was prohibited, first 
by order-in-council, then by statute (28 Geo. Ill, c. 6, Imp.). 
But again human distress prevailed over doctrinaire policy. Crop 
failure compelled the grudging admission of foreign provisions by 
sea in 1789 (29 Geo. Ill, c. 16, Imp.). In 1790 the Governor was 
empowered to admit provisions by sea from the United States 

^For complaints, see P.A.C., Series Q, vol. 27, pt. 2, p. 992, Enel, in Dorchester 
to Sydney, June 13, 1787. Tobacco was later forbidden by 35 Geo. Ill, c. 6, L.C. 

^®P.A.Co Series Q, vol. 28, p. 4, Dorchester to Sydney, June 13, 1787. 
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whenever an emergency arose (30 Geo. Ill, c. 8, Imp.). Such a 
f amin e trade, however, could not develop a satisfactory basis for 
commercial intercourse. Much more important was an act of the 
same year allowing some Vermont goods imported by the Riche- 
lieu route to enter Britain on the same basis as colonial products 
(30 Geo. Ill, c. 29, Imp.). Thus British officials took cognizance 
of the growing importance to Canada of trade with the United 
States. 

The Constitutional Act of 1791 (31 Geo. Ill, c. 31, Imp.), 
which divided Quebec into two weak provinces, provided that 
trade between the provinces should be free and that regulatory 
authority over commerce should be exercised by the imperial gov- 
ernment, without defining the power, if any, of the local govern- 
ments in this sphere. But both provinces depended upon customs 
receipts for the major portion of their revenues and began at once 
to levy duties independent of imperial statutes. After 1791, there- 
fore, the Canadas began a dual customs system; regulations ap- 
plying to colonial trade were written into British statutes, and 
local duties were adopted by the colonial legislatures.^^ These of 
course could be denied approval by British authorities, but this 
was infrequently done although tariff bills were sometimes re- 
served by the governor until the advice of the Colonial Office 
could be obtained. As stipulated in the Declaratory Act, the rev- 
enue obtained from both imperial and provincial statutes was allo- 
cated by the colonial legislatures.^® 

Since the spasmodic trade by inland navigation was vital to 
Canada and ideal for smuggling the only trade upon which regular 
taxation was feasible was that by sea to Quebec, the single seaport 
of entry for both provinces. The division of the provinces, there- 

1791, the imperial government offered to repeal the Quebec Revenue duties 
if the provinces would impose equivalent taxation. Though Lower Canada made 
the requisite provision for the civil list (L.C. 39 Geo. Ill, c. 9), the bargain was 
never carried through. (See Graham, Sea Power j pp. 126-127.) 

“Taxes collected under 25 Chas. II, c. 7; 6 Geo. II, c. 13; 4 Geo. Ill, c. 13; 
and 6 Geo. Ill, c. 52, had been remitted directly to England. See P A.C., Series Q, 
vol. 152, pt. 2, p. 179. 
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fore, raised the thorny problem of allocating customs duties col- 
lected at Quebec on the joint commerce of the two colonies. The 
simple solution would have been a free port at Quebec or transit 
in bond to the upper province. The expense of maintaining cus- 
toms houses along the uncertain inter-provincial boundary made 
this impractical, however, especially as free trade between the 
provinces had been established by the Constitutional Act. Since 
Upper Canada’s revenue was at stake, the first parliament of the 
new province raised the issue at its second session in 1793 by de- 
manding the right to impose duties at Quebec on imports of wines 
bound up the St. Lawrence beyond the inter-provincial boundary 
(33 Geo. Ill, c. 10, U.C.). As such an arrangement was not ad- 
ministratively desirable the provinces appointed commissioners 
to decide on a proper division of the customs. In 1 795 the com- 
missioners decided on a division of all duties on goods entering at 
Quebec, one-eighth to be paid to Upper Canada (35 Geo. Ill, c. 3, 
L.C.). This arrangement lasted until 1797.^® When a conference 
in that year failed to produce a satisfactory division, the provinces 
set up a customs house at Coteau du lac to ascertain the amount 
of goods passing up the St. Lawrence from Quebec to Upper Can- 
ada. The duties, which continued to be collected at Quebec, were 
divided according to the Coteau du lac inspector’s report from 
January 1797 to May i, 1816. These duties were confined to sea- 
borne trade as the commodities against which they were levied 
did not come from the United States. 

Geographical necessity placed the control of duties on sea-borne 
trade, after 1791, in the hands of Lower Canada though it was 
stipulated that the duties imposed should not go into effect until 
Upper Canada had acquiesced in them. In 1793 the colonies took 
their first step as tariff makers by levying duties upon wines : 4cf . 
per gallon on madeira, 2d. on other wines (33 Geo. Ill, c. 10, U.C., 
and 33 Geo. Ill, c. 8, L.C.). Two years later, at Dorchester’s re- 
quest, the assembly of Lower Canada laid a series of duties upon 

^®P.A.C., Series Q, vol. 329, p. 351, Maitland Memoir on Commercial Relations 
of Upper and Lower Canada, August 20, 1821. 
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wines, liquors, sugar, coffee, tobacco, salt, and playing cards (35 
Geo. Ill, c. 9, L.C.). Brandy, spirits, and rum, already taxed 
under the Quebec Revenue Act, were subjected to an additional 
duty of $d. per gallon unless they came from the United Kingdom 
or Ireland. Imports of loaf sugar were taxed id., and coffee and 
leaf tobacco 2d. per pound with a drawback of lYzd. for leaf to- 
bacco if it was subsequently manufactured in the province. In 
what was perhaps the first employment of the drawback to en- 
courage domestitc industry in Canada a full refund of the 4(f . salt 
tax was paid if the salt was used in the fishing industry, with lesser 
refunds if it was employed in meat or fish packing. The main 
purpose of these duties was, of course, to pay salaries and other 
regular expenses. 

Just as the imperial government, acting through the governor, 
found it easier to have local revenue needs met by local legislation, 
it also found it desirable to have the local legislatures regulate the 
inland trade. Dorchester’s initiative of 1787, approved by the 
Committee of the Privy Council for Trade, had already foreshad- 
owed a policy for the inland trade apart from the Navigation Acts. 
In 1796 Jay’s Treaty gave legal recognition to the principle of 
providing a distinct trade policy appropriate to local conditions. 
It provided that non-prohibited products might cross the border 
without being subject to any discriminatory duties. Both prov- 
inces then vested in the Governor power to suspend the earlier 
ordinances governing trade with the United States and to make 
temporary provision concerning it until more permanent and 
joint arrangements could be completed (36 Geo. Ill, c. 7,'L.C., 
37 Geo. Ill, c. 16, U.C.). In 1797 an inter-provincial council 
recommended that Upper Canada levy duties on the inland trade 
equal to those levied by Lower Canada, but Upper Canada re- 
fused to accept the bargain as long as the United States collected 
no duties along the frontier. In 1801, however, when the Ameri- 
cans enforced their tariff, Upper Canada bound itself to levy the 
same duties on goods from the United States as were charged on 
similar goods under British or Lower Canada Acts (41 Geo. Ill, 
c. 5, U.C.) . In 1801 Lower Canada levied a duty of 4d . per pound 
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on snuff and ^d. on all other forms of manufactured tobacco (41 
Geo. Ill, c. 14, L.C.). 

These colonial imposts were permanent enactments lasting until 
1839 in most cases and until 1842 in the case of the 1793 levy on 
wines. They were additional to the imperial duties collected in 
the provinces which consisted, at this time, of the duties of 1764 
and 1766 on wines, molasses, and pimento, and Quebec Revenue 
Act duties. 

In 1805 to finance a gaol building program. Lower Canada in- 
creased its import duties on tea, spirits, wine, molasses, and syrup 
(45 Geo. Ill, c. 13, L.C.). The act was to run six years but was 
renewed and lasted till 1813 (51 Geo. Ill, c. i, L.C.). Upper 
Canada delayed adopting the “gaol” duties for two years but en- 
forced them from 1807 to 1813. Over £50,000 was collected from 
the provincial duties in Lower Canada in 1809, much in excess of 
revenue requirements, and not till 1813 were additional duties 
necessary. 

Despite imperial and provincial statutes much illegal trade con- 
tinued. Smuggling was the rule rather than the exception along 
the land frontier, especially that of Upper Canada. Neither the 
province nor the United States had adequate machinery or will to 
enforce customs collections. British troops were stationed south 
of the Lakes till 1796, and the United States did not establish 
collectors’ stations there till 1 799. Upper Canada erected no cus- 
toms houses along most of the frontier until 1800, though at King- 
ston, Montreal, and Quebec it collected duties on goods and 
vessels entering those ports. The Lakes were in fact great free- 
trading centres; the balance of trade was generally in favour of 
Upper Canada. Liquor, general merchandise, and salt, mainly of 
British origin, flowed southwestward across the border. In 1797 
the Lake trade amounted to £100,000.^'^ Except for periods of 
poor harvest when Upper Canada needed flour and provisions the 
trade was largely entrepot with British goods passing through 
Canada, or American goods sent into Canada for re-export. In 
addition. West Indies goods were smuggled in from the United 

"P.A.C., Series Q, vol. 286, p. 119, May 18, 1799. 
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States for Canadian consumption.- This arrangement suited the 
majority of people in Upper Canada fairly well. The colonial 
agriculturalist, the labourer, and the small business men favoured 
the maximum freedom of trade with the United States in the 
necessities of life. The larger merchants in general, however, 
would have confined this commerce to the transit trade or to goods 
that would directly increase Canadian exports to Britain. 

The renewal of warfare in Europe after the Peace of Amiens 
gave the British and St. Lawrence merchants ground for com- 
plaint at the laxness of trade regulation, since the United States 
gained control of much of the trade to North America in rum, tea, 
and other East Indies products. By smuggling these across the 
border the Americans reduced the markets of the Quebec mer- 
chants in the hinterland. Commercial relations with the United 
States steadily deteriorated, in the first decade of the nineteenth 
century. Demands for retaliatory action against American mer- 
chants were also motivated by the 20 per cent tariff that the United 
States levied on Canadian exports to that country.^® The method 
of collection of duties by the United States handicapped Canada’s 
position as an entrepot because valuation for duty for re-exports 
of British goods southward was based upon the prices of the 
goods in Montreal rather than their British prices. Advantage 
therefore lay in the direct commerce between the United States 
and Britain. 

In 1812, after repeated memoranda from Canadian merchants, 
Britain prohibited the entry into Canada of all goods from the 
United States which were not the products of that country (52 
Geo. Ill, c. 55, Imp.).^® The Colonial Office suggested that local 
duties might be levied on American imports to bring the Canadian 
tariff up to the level imposed by the United States. The provision 
of more adequate trade control and administration, without which 
all duties were ineffective, was left in abeyance, however, because 
of the imminence of war. 

“PA.C., Series G, vol. 56, p. j, Aprfl 6, i8ii. 

”P.A.C., Series G, vol. S, p. 52, April 13, 1812. 
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The export trade of the British North American colonies from 
1807 until the close of the Napoleonic period consisted of a spas- 
modic, but sometimes flourishing, inland trade with the United 
States especially from Upper Canada, plus an expanding market 
in the mother country for Canadian timber, furs, wheat, flour, and 
naval stores. The Embargo of 1807 and the Non-intercourse Act 
of 1809, by eliminating American competition in the British mar- 
ket, were most advantageous to Canadian commercial interests. 
Some migration of American capital and labour to Canada oc- 
curred during this period of economic distress in New York and 
other Atlantic coastal cities.^® 

Napoleon’s Continental System, which produced in 1808 a veri- 
table panic in Britain over the stoppage of the Baltic timber trade,, 
redounded to the benefit of Canada. In the interests of her navy, 
Britain wished to have a reliable source of ship’s timber to which 
her naval power would provide access, independent of the danger 
of Continental embargoes.^’- From this time forward the imperial 
timber trade was lent powerful aid by British ship-owners who 
occupied a strong bargaining position with the government of the 
day. To encourage colonial timber, which had been admitted to 
Britain freely since 1721, oak timber eight inches square was 
charged 35. 6 d. when imported from British North America, but 
when brought from foreign sources in British ships it was charged 
ipj. 6 d., and in non-British ships £i 6 d. (49 Geo. Ill, Cj 98, Imp.). 
Timber duties were doubled in 1810 (50 Geo. Ill, c. 77, Imp.) 
and continued to rise throughout the war. They were increased 
25 per cent in 1813 (53 Geo. Ill, c. 33, Imp.) when foreign tim- 
ber was charged £3 55. per load while colonial timber paid only a 
nominal duty.^^ From 1815 to 1820 timber fit for naval purposes 


^C. K. Ganong, “Reaction of Canada to United States Tariff Policy” (Uni- 
versity of Wisconsin doctoral thesis, unpublished, 1929). 

^P.A.C., Series Q, vol. 126, December 6, 1813, and ibid,, vol. 141, pp. 61-65, 
May 14, 1817. 

^A. R. M. Lower, “Lumbering in Eastern Canada,” 2 vols. (unpublished Har- 
vard doctoral thesis, 1928), I, 155. 
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was imported from British North America free of duty (55 Geo. 
Ill, c. 86, Imp.). On other timber the colossal preference of 1813 
was retained in full until 1821, and in part until the preferential 
system was swept away after 1846.^® 

Commercial opportunity provided by the war had its counter- 
part in strain upon the colonial revenue. The conflict not only 
increased expenses but diminished revenue since the legal, though 
not the smugglers’, trade with the United States was cut off. In 
1813, for the first time, a general ad valorem tariff was placed on 
all imports. Empire and foreign, not specifically dutiable or on the 
free list, and in addition various specific duties were increased (53 
Geo. Ill, cc. I and ii, L.C.). The general duty of 2)4 per cent, 
chiefly on British imports, continued for many years to supply 
the local legislatures with most of their revenues.^^ Such a duty, 
locally applied, was a feature of the Canadian tariff as long as the 
dual (imperial and colonial) system remained and was used by 
both the Canadas. In 1813, also, duties on wines and spirits from 
outside the Empire were increased from the 3cf. levels of 1805 to 
Ii'. per gallon. Leaf tobacco bore ^d. and manufactured tobacco 
6 d, per pound, an increase from the 2 >d. of 1801. Salt meats, fish 
products, flour, wheat, peas, furs, and skins were placed on the 
free list. 

Duties on spirits were adjusted back to the 1795 levels in 1815 ; 
i.e., reduced from ij. to 2 >d. per gallon (55 Geo. Ill, cc. 2 and 3, 
L.C.). Levies on tea ranged from 2d. on the cheaper to 6 d. on the 
more expensive brands. The 2)4 per cent ad valorem rate was, 
however, the backbone of Lower Canada’s revenues and of her 
remittances to the upper province. The general tariff act of 1813 


^In 1821 a duty of a little over los, was imposed on colonial timber while 
foreign timber in British ships paid £2 15^. (i and 2 Geo. IV, c. 37, Imp.) United 
States timber coming through Quebec was admitted on the same basis as colonial 
by this act. 

^Two and one-half per cent additional duty was levied upon goods imported 
by persons of less than six months’ residence in the colony. This was without 
economic or political justification and was removed in 1813. 
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and the modifications of 1815 were made permanent by the Can- 
ada Trade Act and remained in force until 1839.^® 

Following the Treaty of Ghent in 1815 the future of trade with 
the United States was uncertain. Jay’s Treaty lapsed with the 
war and no general principle replaced it; regulations remained 
chaotic for several years. The problem posed at the end of the 
Revolution was again presented: should the principles of mer- 
cantilist trade restrictions be reimposed, or should the facts of 
economic geography be recognized and trade liberalized? A con- 
flict of opinion between economic interests in the colony was evi- 
dent, colonial merchants favouring a resumption of pre-war trade 
while members of the Governor’s Council, the nucleus of the Fam- 
ily Compact of two decades later, stood for trade restriction. Un- 
doubtedly the seeds of dissatisfaction planted at this time were 
not negligible factors in the political and economic conflicts of the 
1830’s. British merchants wished to exclude American goods from 
Canada to a degree 'reminiscent of the decade after the Peace of 
Paris. The Colonial Office supported the merchants and wished to 
keep the border closed. British official opinion held that the im- 
port of American provisions on a permanent basis would serve 
only to prolong the state of dependency of the colonies. Far bet- 
ter, they argued, to develop a thoroughly self-sufficient economy 
capable of defending itself and not be dependent upon a potential 
enemy for the necessities of life.^® 

The clash of interests was intensified by the British corn law 
of 1815 (55 Geo. Ill, c. 26, Imp.). This measure allowed colonial 
wheat to enter Britain when the British price was above 675. per 
quarter while foreign wheat was excluded till the British price 

^In the early tariffs, customs collectors were instructed to value commodities 
for duty purposes on the basis of original invoice price. After 1815 importer’s oath 
was allowed as a substitute for invoice price if the latter was unavailable. The 
government retained the right to purchase the goods at the importer’s attested 
price plus 10 per cent as a check upon fraudulent declarations. (For a table of 
duties including these, see next chapter.) 

®®P.A.C., Series Q, vol. 126, p. 71, July 5, 1817, and ibid., vol. 154, p. 78; 
March 15, 1819. 
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went to Under these circumstances the admission of Ameri- 

can wheat and flour into the Canadas to replace colonial wheat 
exported to Great Britain was favoured by the Quebec merchants, 
and the question of the admission of American wheat and flour 
became the most vital problem in trade policy toward the United 
States. The food needs of the provinces in times of crop failure 
and the trend of colonial opinion in favour of freer relations with 
the United States could not be disregarded by colonial governors 
faced with the same circumstances as those which confronted 
Dorchester in the 1780’s. 

Despite the obvious need for imperial legislation clarifying 
trade relations with the United States the home government con- 
tinued to leave the problem to the local authorities who floundered 
about without any guiding principle for the next three years. Each 
year from 1815 to 1819 saw a major change of policy by the two 
provinces. In 1815 the legislature of Lower Canada vested in the 
governor authority to regulate trade with the United States for 
one year (55 Geo. Ill, c. ii, L.C.). Thereupon, Drummond in- 
stituted the radical policy of admitting all United States goods, 
charging a high tariff on manufactured products. When the pro- 
vincial grant of authority lapsed in 1816, the governor’s advisers 
took the view that trade must be carried on according to the early 
ordinances which had been suspended after 1796 when Jay’s 
Treaty was ratified. These ordinances, of which Dorchester’s of 
1788 was the most important, limited trade to enumerated arti- 
cles, chiefly raw products, produced in the United States. Trade 
was, therefore, severely restricted when Drummond put the old 
regulations into effect in the spring of 1816.^® Wheat, flour, and 
provisions, however, were permitted temporary free entry be- 
cause of an acute food shortage. Drummond’s desire to admit 
flour and provisions for re-export displeased the Colonial Office 


1815 and 1816 prices in Britain reached the import point for colonial 
wheat. Later, however, the fall in prices and the uncertainty of the price level 
during the long period while wheat was in transit across the Atlantic discouraged 
trade. 

“PA.C., SeiMS 0 , vol. 136, p. 127. 
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because it opened the door to an indirect trade between the United 
States and the West Indies via Canada.^® His successor, Sher- 
brooke, was, however, granted discretion to admit foodstuffs in 
time of need and immediately permitted the free entry of grain, 
flour, livestock, and provisions for six months. Meanwhile canal 
projects in New York State offered increased competition to the 
St. Lawrence route, and the St. Lawrence merchants petitioned 
for freer trade. In 1817, therefore, the legislature of Lower Can- 
ada repealed the restrictive ordinances revived the year before. In 
their place, the legislature authorized the admission of all products 
which had been admitted at any time in the past. Grain and flour 
were specifically mentioned. This act was reserved by Sherbrooke 
and disallowed by the Colonial Office. In 1818 the Lower Canada 
legislature invoked the formula of 1797 and empowered the gov- 
ernor to suspend the ordinances pertaining to the border trade 
(58 Geo. Ill, c. 4, L.C.). 

In 1819, at last, came a provincial enactment definitely regulat- 
ing commerce with the United States (59 Geo. Ill, c. 4, L.C.). It 
allowed certain articles from the United States to enter free of 
duty, prescribed the duty on certain other articles on which no 
other or greater duties were to be levied “by reason of any law now 
in force in the province,” and empowered the governor to prohibit 
the importation of flour, salt beef, or salt pork except under bond 
for export. Gold and silver coins, naval stores, timber, wheat, and 
other grains, provisions and livestock, pig iron, cotton, wool, and 
a few partially manufactured products were placed on the free 
list. Leather was subject to a 5 per cent duty, and specific duties 
amounting to i or 2 per cent were levied on tobacco, spirits of 
turpentine, and hops. Goods not mentioned were excluded when 
shipped via the United States; this meant that West Indian prod- 
ucts could not come in from the United States. This act bridged 
the period until trade between the Canadas and the United States 
was put on a firm foundation by the Canada Trade Act, discussed 
below. Later amendments lowered the duties on tobacco products 
and raised those on leather (2 Geo. IV, c. i and 4 Geo. IV, c. 10, 

“P.A.C., Series G, vol. 8, pp. 113-118. 
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L.C.). The act of 1819 expired May i, 1826. In 

adas imported from Britain and the West Indies dutiable goo s 

worth about £780,000, yielding £22,000 in revenue. 

the United States in the same year were nearly equal to those 

from the Empire but, being largely on the free list, produced a 


bare £6,000 in revenue. 

From 1815 to 1819 Upper Canada followed much the same zig- 
zag course. No enactment was passed in 1815 because the legisla- 
ture disbanded before the end of the war was m sight. But m 
1816 the lieutenant-governor was vested with power to regulate 
trade with the United States by land and inland navigation pro- 
vided that he did not prohibit the free entry of wheat, flour, pro- 
visions, lumber, pot and pearl ashes, furs, and skins (56 Geo., , 
c. 28, U.C.). Lieutenant-Governor Gore then proclaimed a tern- 
porary schedule of duties on imports from the United States, in- 
cluding for the first time a substantial group of manufactured 
goods.®^ These duties resembled those of Lower Canada in 1815. 
Ad valorem duties of 35 per cent were placed on carriages, wood 
manufactures, and paper. Thirty per cent was levied on manu- 
factures of glass, 2 5 per cent on cotton goods, and 22 per cmt-on 
tools, hinges, and other hardware. Specific duties of 75. 6 d.^ per 
hundredweight were applied to hemp and to hoop and sheet iron. 
The general rate (not-otherwise-provided-for list) was 30 per 
cent. Wheat and other grains, cattle, and provisions were ad- 


mitted free. The original feature of the Upper Canada act was a 
12 per cent additional duty applied if the goods entered in foreign 
ships. This strikingly modern schedule of duties was apparently 
meant to replace both provincial and imperial duties and repre- 
sented about the level of British duties of the day. 

When these duties expired the following year, the old ordi- 
nances became operative, but they had never been paid much 
heed in Upper Canada. For years the Navigation Acts and im- 


®PJt.C., Series Q, vol. 152, pt. i, p. 185 and pt. 2, p. 183. While the 2^4 per 
cent cplonial duty produced most of the revenue, the specific duties on wines and 
spirits remained of importance. 

®^P.A.C., Series Q, vol. 324. P- 198- 
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perial tariffs had meant nothing on the Great Lakes, and along 
the Detroit and Niagara frontiers goods of American and foreign 
origin came in practically unchecked. In 1818 Upper Canada 
passed an act to regulate trade with the United States (59 Geo. 
Ill, c. I, U.C.), which removed most of the restrictions of the old 
ordinances. 

At the same time that the provinces were trying to settle their 
commercial policy toward the United States they were also en- 
gaged in a family quarrel over the apportionment of the tariff 
revenues. 

The 1797 settlement lasted until r8i6. In 1817 Lower Canada 
made a lump sum grant to Upper Canada for its share of the cus- 
toms revenues and the next year agreed to apportion one-fifth of 
the revenues to Upper Canada (58 Geo. Ill, c. 4, L.C.). But in 
1819 a constitutional struggle between the Legislative Council 
and the Assembly of Lower Canada blocked the passage of the 
usual bill appointing commissioners to treat with Upper Canada 
over the division of the customs revenues.®' The legislature of 
Upper Canada forthwith repealed the statute of 1801 binding it 
to impose the same duties on goods from United States as Lower 
Canada and embarked on a career of tariff making in which it 
changed the rates three times within the next three years (59 Geo. 
Ill, 2d sess., c. I, I Geo. IV, c. i, and 2 Geo. IV, c. i, U.C.). In 
all these acts specific duties were levied on ale and beer, cordage, 
playing cards, candles, leather, nails, salt, spirits, and snuff from 
the United States. Flour, beef, and pork were added to the spe- 
cifically dutiable list in 1820 instead of being liable to prohibition 
as in Lower Canada. Each of these acts contained a free list and 
levied a general ad valorem rate on a general list of goods, rising 
from 5 per cent in 1819 to 10 per cent in 1820 and 1821, with a 
20 per cent rate for iron castings and tin ware in 1821. Ail the 
acts provided that flour and timber might be admitted free for 
export, and all levied tonnage duties on American vessels. Still 
enamoured of tariff making the Upper Canada legislature again 

“P.A.C., Series Q, vol. 329, p. 351, Memoir on Commercial Relations of Upper 
and Lower Canada, August 20, 1S21. 
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established new duties in 1824 but fixed these for a five-year term 
(4 Geo. IV, 4th sess., c. i, U.C.). In 1829 all these duties lapsed 
in favour of the imperial duties of 1826, except a tax on salt from 
the United States which remained in force until the union of the 
provinces (ii Geo. IV, c. 21, U.C.). Upper Canada betrayed 
early protectionist tendencies in 1821 when it petitioned for an 
imperial duty on American wheat entering Lower Canada when 
Canadian wheat was excluded from the United Kingdom by the 
corn law.®® 

By 1820 the mercantilist tradition in colonial affairs was giving 
way to a commercial policy which envisaged Canada as the entre- 
pot of commerce, and the protection which was to follow was al- 
ready foreshadowed. The necessities of Canada and a vision of 
the commercial empire of the St. Lawrence were to work major 
changes in imperial commercial policy and to pave the way for 
the final disappearance of mercantilism which was already under- 
mined in England itself by 1815. 

By the eve of the Canada Trade Act of 1822 Canada had 
evolved from a military outpost to a commercially valuable col- 
ony. All the potentialities envisaged for it at the time of the 
American Revolution had not been realized; particularly, it had 
failed to become an important source of supplies for the West 
Indies. On the other hand, it had become a producer of timber 
and some agricultural supplies for the mother country. Most im- 
portant, perhaps, was its growth as an entrepot; from very lim- 
ited beginnings as a transmitter of British manufactures to border 
communities, it was developing into a channel of trade from the 
American West to the outside world. The commercial interest 
thus established was destined to become of increasing concern in 
the next period. 

In the years from 1791 to 1821 Canada had developed a local 
tariff which took into account both its revenue needs and the 
problems of the entrepot trade. From simple levies on luxuries its 

“See Robert L. Jones, “Canadian. Agricultural Tariff of 1843,” Canadian Jour- 
nal of Economics and Political Science, VII (1941), 530, citing Journal of Legis- 
lative Assembly of Upper Canada, 1821. 
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tariff had grown into a comprehensive measure affecting most 
items of trade except natural products. The reluctance of the 
mother country to formulate a policy toward trade by inland 
navigation, even though it retained control and enforced certain 
restrictions, left the colonial governments to flounder, and pro- 
duced what even the colonial secretary described as “chaotic con- 
ditions.” When the imperial government in Jay’s Treaty laid down 
a general principle, the language was so loose as to leave plenty 
of confusion. Inefficient administration and neglect during the 
Napoleonic struggle permitted the growth of a border trade far 
beyond the legal limitations, as the legislation of 1812, confining 
United States trade to native products, clearly shows. Once estab- 
lished, this trade was impossible to cut off; the efforts at restric- 
tion after 1815 were doomed to failure because of desire to make 
the St. Lawrence the outlet of the American West. Even in the 
days of her infancy, therefore, Canada had begun to exert an in- 
fluence on imperial commercial policy. Britain found it impossible 
to foster the shipping interest at the expense of colonial commerce 
and revenue and was forced to abandon the bases of the Quebec 
Revenue Act long before that statute’s ultimate disappearance. 
More important, however, was the decay of the principle of a 
self-contained empire completely closed to foreigners. While the 
Navigation Acts and the exclusion of foreign ships remained, the 
admission of trade with the United States by land and inland 
navigation breached the Chinese wall. Canada had been inte- 
grated into the second British empire only by modif5dng some of 
the basic concepts of mercantilism. 



CHAPTER III 


THE DECLINE OF MERCANTILISM 

Between 1822 and 1846 there emerged two distinctly Canadian 
attitudes toward commercial policy: one sponsored by the mer- 
chants who wished to enhance Canada’s preferred position in the 
British market; and the other, the expression of the farmers who 
wanted to protect agriculture against competition from American 
farmers while enlarging their markets in Britain for Canadian 
wheat. While these objectives were at variance with the trend 
towards free trade in Britain, the victory of free trade there 
spelled doom for the hopes of the merchants and opportunity for 
the agricultural protectionists in Canada. The outcome of the 
clash of interests in the Canadian economy was by no means clear 
at the outset of the period. During the 1820’s the imperial policy 
of prohibitions on foreigners trading with the colonies was re- 
placed by one of preference, so satisfactory to the colonists when 
applied to colonial shipments to the United Kingdom. But the 
preferential system was more highly esteemed in Canada than in 
Britain where, at the close of the Napoleonic period, the system of 
mercantilism seemed almost intact but where the mercantilist 
viewpoint and doctrine were already in decay. There, opponents 
of trade restriction attacked all its supports from which colonial 
advantage had been gleaned, the corn laws, the preferential duties, 
and the Navigation Acts. The situation was, to a degree, the op- 
posite from that existing before the Ottawa Conference of 1932. 
The bargaining position of Canada was weak in this post-bellum 
period, for the colony was seeking favours from the mother coun- 
try without being able to offer any substantial quid pro quo. The 
mother country no longer stood in dire need of colonial timber and 
the colony was asking Great Britain to sacrifice industrial advan- 
tages and foreign trade instead of offering her a sheltered position 
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in the Canadian market, in which indeed she had no serious rivals 
in any case. However, even in the face of these difficulties, the 
colony retained certain preferences in the British market through- 
out the period we are now to discuss. 

The principal developments of the period from 1822 to 1846 
centre around imperial legislation, as the provincial tariffs were 
fairly stable until agricultural protection became a strong force 
in the 1830’s and 1840’s. Between 1819 and 1826 trade with the 
United States was regulated by provincial statutes which in the 
latter year were assimilated with imperial policy. Conflicts of 
provincial interests became stronger during this period. To build 
up their business the merchants wanted Britain to treat American 
goods shipped via the St. Lawrence as colonial, but they opposed 
the admission of non-American goods from the United States 
since they wished to supply Canada with foreign goods them- 
selves.^ Farmers and grain dealers were dissatisfied because the 
price of wheat in Britain sank so low that their grain was excluded 
from the British market.^ They petitioned for a duty on Ameri- 
can wheat entering Canada when Canadian grain was shut out of 
Britain. The lumber interests were angry when the colonial pref- 
erence on timber was slashed in 1821.® As post-war reaction 
brought depression in 1820 and 1821 Canadians showed a tend- 
ency to blame British commercial policy for all their troubles. 

From the Treaty of Ghent to the Act of Union the Montreal 
merchants and commercial interests in Upper Canada had three 
major objectives: the unification of the Canadas, increased pref- 
erences for Canadian goods in Britain, and the development of 
St. Lawrence commerce. The reunion of the two provinces would, 
it was thought, strengthen the colony in financing the improve- 
ments necessary to enable the St. Lawrence to compete with the 

^D. G. Creighton, The Commercial Empire of the St. Lawrence, 1768-1850 
(Toronto: Ryerson, 1937), p. 192. 

“P.A.C., Series Q, vol. 137, p. 116, Memorial of Quebec Merchants to Bathurst, 
March 26, 1821. 

®H. A. Innis and A. R. M. Lower, Select Documents in Canadian Economic 
History, 1783-I885 (Toronto: University of Toronto Press, 1933), pp. 235-237, 
from Quebec Gazette, August 9, 1821. 



36 COMMERCIAL POLICY IN CANADIAN ECONOMY 

Erie Canal for the trade of the American West. The question of 
union came to a crisis between 1819 and 1821. 

In 1819, when Lower Canada failed to pass the usual bill ap- 
pointing commissioners to treat with Upper Canada over the 
division of the customs receipts, Upper Canada repealed its law 
binding it to levy the same duties as Lower Canada on goods from 
the United States and embarked on the career of independent 
tariff-making which was described in the last chapter. It also 
appealed to Great Britain, suggesting that the port of Quebec be 
placed under British imperial control and the duties divided be- 
tween the provinces on the basis of population.^ The upshot of 
this, and other problems arising out of divided jurisdiction, was 
that a bill for the union of the provinces was brought before the 
British Parliament. Though this bill had the blessing of commer- 
cial leaders in both provinces, opposition to it was strong. The 
French feared eventual domination by the more rapidly increasing 
English of Upper Canada while the latter, except the merchants, 
were lukewarm towards union. Those who were concerned with 
the constitutional struggle which helped to precipitate the union 
issue believed that the union bill, by discriminating against Lower 
Canada and removing the seat of government to Upper Canada, 
was really aimed at the fiscal independence of the Assembly.*’ 

The union bill was only part of a larger plan on. the part of the 
imperial government to solve the economic and political problems 
of Canada. While the debate over union dragged, the rest of the 
plan was enacted as the Canada Trade Act (3 Geo. IV, c. 119, 
Imp.), a comprehensive piece of legislation intended to establish 
tariffs and provide for the division of the customs receipts. The 
act allowed Upper Canada one-fifth of the customs duties col- 
lected between July i, 1819 and July i, 1824. At four-year inter- 
vals thereafter, a board of three commissioners was to determine 
the division of duties according to the percentage of imports con- 
sumed in each colony. The more important part of the bill ratified 

^P.A.C., Series Q, vol. 329, p. 351, Maitland Memorandum, August 20, 1821. 

^Financial DificuUies of Lower Canada, extracted from the Quebec Gazette of 
1824 (published by the Quebec Gazette, 1824), passim. 
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and nominally extended the provincial policy of admitting prod- 
ucts from the United States by land and inland navigation. So 
far as the actual entry of goods was concerned, however, the en- 
actment of 1822 made practically no change. Natural products 
of the United States were admitted, but most manufactured arti- 
cles and goods of non-American origin were still excluded. The 
innovation lay in the imposition of new taxes, for most of the 
enumerated articles were articles already entering Lower Canada 
free under existing statutes. While raw wool, flax, and cotton 
were on the imperial free list, wheat flour, rice, grain, shingles, 
and lumber products were dutiable at moderate specific rates.® 
Livestock, soon to be imported in substantial numbers, bore a 
duty of 10 per cent ad valorem. This act also made permanent 
the Lower Canada duties of 1813 and 1818. If the same article 
were dutiable under both imperial and colonial statutes, only the 
portion of the imperial duty in excess of that levied by the colony 
was to apply; if the colonial duty was the higher, the imperial was 
not applicable. Contrary to this general rule, rum bore a uni- 
form imperial duty of 6 d. in addition to all colonial duties. 

The system of imperial and colonial duties that now emerged 
was very complex. The duties themselves were short-lived, and 
detailed statement of them is unnecessary. Only in a few cases, 
such as rum, did the mother country and the province enact duties 
on the same commodity, for their objectives differed. In con- 
formity with the Declaratory Act the British imposed duties on 
imports of foreign goods for the regulation of trade, while the 
provinces were interested in raising revenue or in admitting essen- 
tial supplies. Empire products, such as tea, molasses, and sugar, 
were therefore subject to colonial rather than imperial duties. The 
2 per cent ad valorem duties levied at Quebec and apportioned 
between the two colonies covered a wide range of Empire and for- 
eign commodities which received no attention in imperial statutes. 
Trade with the United States, however, was subject to legislation 
by the mother country and the two provinces. By the Canada 

' Fuller treatment of these duties is not given as they were soon superseded by 
later acts. 
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Trade Act Britain taxed a number of American items, particularly 
grain and other agricultural products, which Lower ^nada had 
been admitting free. Upper Canada, on the other hand, levied 
duties on wheat, other grains, flour, livestock, and certain types 
of lumber which were much heavier than the new imperial duties. 
By imposing a duty on leather, spirits of turpentine, and hops 
from the United States, Lower Canada in effect conferred a pref- 
erence on similar goods from Great Britain, but this amounted to 
little except perhaps in the case of leather. In like manner. Upper 
Canada conferred a preference on British exports of salt, leather, 
and nails. Though imperial legislation maintained Britain s ad- 
vantage in rum, molasses, brandy, gin, and other spirits imported 
from foreign countries, the Canada Trade Act itself marked Brit- 
ain’s final abandonment of the advantage over the West Indies 
conferred in the Quebec Revenue Act. Thus, long after the rum 
trade lost its vital significance for Canada, the United Kingdom 
gave up the mercantilist ambition of stimulating triangular voy- 
ages by means of differential duties on the commodity. 

The admission of foreign shipping to colonial ports is properly 
a part of the commercial history of Canada, and it is of vital sig- 
nificance because the exclusion of foreign vessels was a cardinal 
principle of mercantilism, and that principle was now under stren- 
uous attack. The problem divides itself into two parts: just as a 
different trading policy had been devised for dealing with inland, 
as compared with sea-borne trade, so had inland navigation, prin- 
cipally on the Great Lakes, been regarded in a light different from 
ocean shipping. Since the American Revolution, trade on the 
Great Lakes in British, Canadian, and American ships had been 
free of the curbs of the Navigation Acts. Without the slightest 
heed to the Navigation Acts American ships brought their goods 
to Canadian ports and carried away Canadian products. They 
even engaged in the Canadian coasting trade.’ After the Canada 
Trade Act the provincial governments assumed, probably con- 
trary to actual British intention, that commodities not enumerated 
in that act could be imported as before, subject to provincial 

'^P.A.C., Series Q, vol. 324, p. i8o, December 8, 1818. 
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duties; but they realized that enumerated goods could not legally 
be brought to Canadian ports in American ships. Canada thus 
found herself committed for the first time to the arduous task of 
applying the Navigation Acts to the Great L^kes and inland water 
routes. This, the commercial interests of the St. Lawrence, 
wedded to the entrepot, did not much relish.® The act also inter- 
fered with Quebec’s position as a trans-shipping point for Ameri- 
can flour which now had to pay a duty of lo per cent whereas it 
had formerly entered free if bonded for export. The legislation of 
1822, therefore, stiffened the rates of duty on trade which had 
largely been free before 1818 and called attention to the dormant 
Navigation Acts. Attempts by Canadian officials to enforce them 
proved quite futile, however. 

Another act of 1822, the West Indian and American Trade Act 
(3 Geo. IV, c. 44, Imp.), attempted to provide a basis for recon- 
ciling long-standing British- American differences over commercial 
questions by throwing open free ports in the West Indies and 
North America. Though the act failed of its main purpose, it was 
important to Canada because, for the first time, Quebec became 
a free port.® 

The duties of the Canada Trade Act did not remain long un- 
amended. In England liberal opinion, led by Huskisson, favoured 
throwing colonial trade open to the world. In 1825 a compromise 
between liberals and trade monopolists of the mercantilist persua- 
sion resulted in a broadened list of exchangeable commodities (6 
Geo. IV, c. 1 14, Imp.).^® Rates on goods from foreign countries 
were raised, however, and the margins of preference widened as 
the duties under the new acts applied to foreign goods only, with 
the exception of certain duties on spirits. The latter were taxed 
more highly when of foreign, as compared with Empire, origin. 
Most of the specific duties of 1822 were reenacted, and to these 
a long list of ad valorem rates was added. (See Table i.) About 
7)4 per cent was the most popular rate on the necessities of life. 

®See Journals of Assembly of Lower Canada, 1826, p. 360, March 23, 1826. 

®The trade controversy with the United States is discussed in Chapter V. 

See also, 6 Geo. IV, c. 73, Imp. 
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Articles which in a pioneer community might be considered lux- 
uries bore 20 or 30 per cent. Leather manufactures, linen, 
watches, books, glass manufactures, wire, and manufactured to- 
bacco were taxed 20 to 30 per cent. Wines bore a compound duty. 
The rate on the general or not-otherwise-provided-for (n.o.p.) 
list, used for the first time in imperial legislation, was i s per cent, 
12^4 per cent in excess of the general colonial rate. Foreign 

TABLE 1 

Duties Effective After the Act of 1825 (6 Geo. IV, c. 114) 

On Foreign Imports — ^Lower Canada 


Commodity 

Rate of Duty 

Type of Duty 

Glass and glassware 

20% 

Imperial 

Hardware 

15% 

Imperial 

Leather manufactures 

30% 

Imperial 

Linen manufactures 

30% 

Imperial 

Paper manufactures 

15% 

Imperial 

Wheat 

i^. per bushel 

Imperial 

Wheat flour 

Ss. per barrel 

Imperial 

Oats 

yd. per bushel 

Imperial 

Barley 

yd. per bushel 

Imperial 

Peas 

yd. per bushel 

Imperial 

Manufactured tobacco (not snufl) . , . 

Higher of 2 d. lb. 



or 20% 

Colonial and Imperial 

Livestock 

10% 

Imperial 

Butter 

15 % 

Imperial 

Cheese 

15 % 

Imperial 

Leaf tobacco 

sHd. or is% 

Colonial and Imperial 

Flour (other than wheat) 

2S. 6d. cwt. 

Colonial and Imperial 

General provisions ' 

15% 

Colonial and Imperial 


goods imported via the United Kingdom enjoyed a preference of 
10 per cent of the general rates. After 1825 only fire-arms, am- 
munition, sugar, rum, coffee, tea, salted fish, fresh and salted pro- 
visions, and a few minor items were forbidden entry to Canada 
from the United States.^^ This statute marked a great step toward 
the freeing of trade, not only by allowing the entry of almost all 
foreign goods but by admitting to colonial ports foreign ships of 

“ Fresh and salted provisions were allowed in only from most favoured nations. 
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all countries carrying goods from their own countries, European 
and American, a virtual abandonment of the Navigation Acts with 
respect to free ports. 

The act of 1825, however, (6 Geo. IV, c. 114, Imp.) emphasized 
Britain’s demand for fair treatment in American ports by forbid- 
ding the importation into Canada of foreign products — coffee, 
sugar, tea, rum, and molasses — ^by way of the United States (simi- 
lar to order of 1812), thus dealing an indirect blow to American 
shipping. When the United States failed to grant most-favoured- 
nation treatment to Britain in 1825, American ships were excluded 
from Newfoundland and the British West Indies after December 
I, 1826. Quebec, however, remained open. In 1830 Jackson’s 
administration sponsored the repeal of the discriminations against 
British ships coming from the West Indies to the United States, 
and offered reciprocal treatment of ships. This met the British 
objections to granting most-favoured-nation treatment. In No- 
vember 1830 the ports of all British colonies were opened to 
American ships.^^ At the same time Britain expressed the desire 
to make trade as free as possible between the Canadas and their 
southern neighbour, but did nothing to give the Canadas greater 
tariff autonomy until she herself was ready for free trade in 1846. 
From 1830 onward, however, the Navigation Acts became a dead 
letter so far as Canadian-American sea-borne trade was con- 
cerned, and there was henceforth no question of the long-assumed 
right of American ships to trade with Canada by inland naviga- 
tion. 

No phase of imperial commercial policy interested Canadians 
more than the question of British preferences to colonial prod- 
ucts. It is also closely related to colonial tariff policy. In 1821, to 
the very great dissatisfaction of the colonists, the timber duties 
had been reduced though the margin between foreign and colonial 
timber duties was still £2.55. per load (i & 2 Geo. IV, c. 37, Imp.). 
The same act, however, gave a stimulus to the St. Lawrence route 
by granting American timber shipped via Canada the same rate 

“PA.C., Series G, vol. 66, p. 276, Murray to Colborne (Circular), November 
10, 1830. 



42 COMMERCIAL POLICY IN CANADIAN ECONOMY 

as colonial. Nine years later, when the West Indies were thrown 
open to American trade, the imperial government gave assurance 
that it did not intend to neglect the colonial timber interest.^^ 
The chief object of concern in the 1820’s, however, was the 
winning of a real preference on colonial wheat. Though the corn 
law of 1815 (55 Geo. Ill, c. 26, Imp.) admitted colonial wheat 
long before foreign, it was of little practical value, because the 
price of wheat in Great Britain generally remained below the 
colonial import level. Canadian agitation was therefore directed 
toward obtaining free entry for colonial wheat and the acceptance 
of American wheat, shipped from Canada, as colonial. During 
the 1820’s various changes were made, culminating in 1828 in a 
measure which admitted colonial wheat at ()d. per quarter when 
British wheat rose above 675., and at 55. when the British price 
was below 67 (9 Geo. IV, c. 60, Imp.).^^ Without satisfying all 
the merchants’ demands this act granted a substantial boon to the 
grain trade. While American wheat was not admitted as Cana- 
dian, flour ground in Canada from American grain was custom- 
arily received in England as colonial.^® 

The desire to make the St. Lawrence the route of American 
commerce bound for England roused objection to the 1 5 per cent 
imperial duty imposed in 1825 on American raw materials and 
partially processed goods entering Canada for processing and ex- 
port to the United Kingdom. This was because imported hides 
and pot and pearl ashes were becoming the basis of small domestic 
industries for which Britain was the chief market. The merchants, 
alarmed over the competition of the Erie Canal, desired that all 
bulky products in transit between the United States and Britain 
should pass through the St. Lawrence duty-free.^® Concessions 
to this view began in 1826 when Britain allowed American salt 
beef and pork to pass through Canada duty-free for export to 

“P.A.C., Series G., vol. 67, pp. V3 and 86, Goderich to Colborne, February 9 
and March 7, 1831. 

Foreign wheat entered Britain at is, when the price was at or above 735”. per 
quarter. When the price was under 645. it was iss, 8d. 

^P.A.C., Series G., vol. 185, p. 59, Stanley to Metcalfe, July 12, 1843. 

“P.A.C., Series Q, vol. 176, pt. i, p. 7, Legislative Council, March 13, 1826. 
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Newfoundland. Flour for the West Indies or South America was 
also permitted to pass through Canada in bond. United States 
masts, timber, and potash were allowed to enter the United King- 
dom without paying duty in transit through Canada ( 7 Geo. IV, 
c. 48, Imp.). 

In 1831 the merchants won a decisive victory when imperial 
duties on American wheat, flour, meal, salted provisions, and agri- 
cultural products, generally imported into Canada by land or in- 
land navigation, were removed (i Wm. IV, c. 24, Imp.).^’' These 
articles from the United States could thenceforth be readily re- 
exported by Canada to the British West Indies and British South 
American colonies.^® Since American grain shipped via the St. 
Lawrence to England still faced the prohibitive corn law rates on 
foreign wheat, while Canadian wheat enjoyed a substantial pref- 
erence, this Colonial Trade Act of 1831 stimulated shipment of 
Canadian wheat to Britain and its replacement by free imports 
from the south for domestic consumption. The act also encour- 
aged the St. Lawrence milling trade because flour manufactured in 
Canada from American wheat was admitted to England as colo- 
nial. While the St. Lawrence merchants were pleased with this 
policy, the farmers objected to the inflow of American wheat and 
flour, especially when the corn laws shut Canadian grain out of 
England.^® Agricultural protectionism was growing, especially in 
Upper Canada. 

Imperial trade laws were again overhauled in 1833 (3 8z 4 Wm. 
IV, c. 59, Imp.). Though the new act prohibited the same foreign 
goods as the statute of 1825, with the exception of salt beef and 
pork, it continued the 1831 policy of admitting wheat, flour, and 
salted provisions free, and it marked a very considerable liberali- 
zation of Canada’s trade by its extension of the free list.^° Wood 

These commodities were free under colonial levies. 

^®The American flour imported w^as to replace Canadian wheat and flour on the 
domestic market. 

^®The Maritime colonies did not share this exemption from imperial duties and 
were therefore handicapped in the West Indian trade. See Chapter V. 

^ In 1833 Canada made its first shipment of pork and beef to England. Innis 
and Lower, Select Documents, p. 247, Neilson*s Quebec Gazette, quoted in Mon- 
treal Gazette, October 8, 1833. 
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and lumber, salt, drugs, dyes, turpentine, sulphur, fruits, vege- 
tables, and cotton could now enter free unless they were subject 
to colonial duties. The ad valorem duties on higher priced foreign 
manufactures were retained at the 1825 levels and the n.o.p. rate 
remained at 15 per cent. No duties were charged on products that 
had paid duties in the United Kingdom and had not received 
drawbacks on export therefrom. Imports from foreign countries 
routed through the United Kingdom, being subject to drawback 
on re-export, still entered at 10 per cent off foreign rates. The act 
also augmented intra-Empire preferences. Wheat flour, salt beef 
and pork, shingles, staves, and pine lumber were allowed free entry 
into the Maritime Provinces when imported from British North 
America while they were dutiable when coming from foreign coun- 
tries. Wines and spirits were given preferences when imported 
from the British West Indies. Britain wished colonial duties to be 
equalized as between different colonies and to have each colony 
reciprocate advantages received in the other’s markets.^^ 

By this time Canadians were beginning to object to British 
regulation of colonial trade and to desire greater autonomy in 
tariff making. In the session of the Assembly of Upper Canada 
of 1826-27 a motion “that the interests of this Province require 
that its commercial intercourse with the United States should be 
regulated by the Provincial Legislature” had been moved but 
voted down.^^ In 1836 and 1838, however, the Assembly passed 
an address favoring provincial control of trade.^® Even so staunch 
an imperialist as Sydenham pointed out to the home government 
that the colonists had grounds of complaint because of the ca- 
priciousness of British trade policy and the Board of Trade’s 
ignorance of local conditions.®^ Particular complaint was directed 
against the East India Company’s monopoly in the colonial mar- 
ket, especially in tea, and against the alleged inadequacy of Brit- 

^P.A.C., Series G, vol. 273, p. 89, Spring Rice to Sir A. W. Young, July 23, 
1834. 

^Journals of Legislative Assembly of Upper Canada, 1826-1827, p. 57. 

‘^Journals of Legislative Assembly of Upper Canada, 1836, p. 174 and ibid,, 
1837-1838, pp. 379-380. 

^Journals of Legislative Assembly of Canada, 1842, p. 42. 
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ish preferences to the colonies.^® Imperial duties and prohibitions 
led to a great deal of smuggling of tea from the United States.^® 
During the hard times of the middle thirties, the legislature of 
Upper Canada petitioned for the complete removal of British 
duties on tobacco, wheat, and flour grown or manufactured in 
Upper Canada.^^ The Colonial Office held out the promise of 
greater autonomy in the future, but nothing was done to liberalize 
trade conditions between the Canadas and the United States or 
Britain. Landowners in the mother country were clinging to their 
protection and were not disposed to sacrifice it even on the.altar of 
Empire solidarity.^® Salted provisions, however, were put on the 
list of free goods passing from Canada to the Maritimes in 1838.^ 

Economic distress provides the key to colonial unrest in the 
1820’s and 1830’s. The lack of a sound currency system in Upper 
Canada had long been a handicap to business.®® During the 
twenties Canada had an unfavourable balance of trade, and specie 
which the provinces could ill spare was drained southward to the 
United States.®^ Depression stalked the Canadas from 1833 to 
1838. Wheat growing fell on such evil da}''s that a select commit- 
tee of the Upper Canada Assembly reported in 1834-35 that 

^Journals of Legislative Assembly of Upper Canada, 1835, p. 341, and 1836, 
p. 174, February 16, 1S36; 3 & 4 Wm. IV, c. 59 allowed American ships to bring 
such goods directly from country of origin 

^^P.A.C-, Series Q, vol. i6n, p 172, Arthur to Normanby, September 10, 1839; 
and Upper Canada Sundries, W. H. Merritt to Aithur, February 13, 1839. 

Upper Canada had received a Per pound preference on tobacco in 1824 
(P.A.C., Series G, vol. 60, p. 250, Bathurst to Maitland, June 1824). In 1836 
Upper Canada wanted a furthei abatement of 3d. per pound so that its tobacco 
would have a 6d. advantage {Journals of Legislative Assembly of Upper Canada, 
1836, p. 241). The Colonial Office refused because the British duties were for revenue 
{ibid., 183^-1838, p. 163). The Upper Canada Assembly also petitioned for the 
complete remission of the British duties on wheat and flour in 1S33 1833- 

1834, p. 154). The Board of Trade refused {ibid., 1837-183S, p. 171). 

^P.A.C., Series G, vol. 79, pp. 65 and 200, Glenelg to Head, January 25, 1839 
and February 18, 1S37, and vol. 80, p. 384, Glenelg to Head, March 10, 1837. 

"'P.A.C., Series G, vol. 276, p. 6g, Glenelg to Fitzroy, March 5, 1838. 

®®Innis and Lower, Select Docume^its, pp. 219-223. 

®^Innis and Lower, Select Documents, p. 243, Neilson^s Quebec Gazette, quoted 
in Montreal Gazette, March 3, 1S29, and ibid., p. 239, “Sketches of Upper Canada” 
by Howison. 



46 COMMERCIAL POLICY IN CANADIAN ECONOMY 

wheat-growers were operating at a loss.®^ Canadian wheat was 
shut out of Britain by a fall in prices in the United Kingdom in 
1834. At first some relief was afforded when the United States 
tariff was lowered by Clay’s compromise tariff of 1833. In 1835, 
in fact, the export to the United States of indigenous Canadian 
products really flourished, but this trade languished after the 
American panic of 1837. The cleavage between the merchants — 
who were trying to foster St. Lawrence commerce — and the farm- 
ers deepened, as agricultural protectionist sentiment grew.®^ The 
legislature’s sessions became sounding boards for acrimonious de- 
bates between small-scale manufacturers and merchants favour- 
ing a continuance of protection on manufactured products and 
free trade in food and raw materials, and articulate farmers up- 
holding the opposite view. 

In 1835 came the most emphatic colonial effort up to that time 
to impose protection against products from the United States, 
when a measure “to afford a proper protection and encouragement 
to those engaged in agricultural pursuits and other operations” 
was introduced in the Assembly of Upper Canada.®® The duties 
proposed covered livestock and general agricultural products. 
Most of the rates were high; for example, salt pork $s. and salt 
beef 35. gd. a hundredweight, wheat i^. ^d. per bushel, and wheat 
flour, 2s. 6 d. a hundredweight. The rates on livestock, £2 105. on 
horses, £i on oxen, and 15^. on cows, were about the level of the 
tariffs in the Maritimes where a livestock industry was being 
fostered at this time. Debate in the Assembly centred on the ques- 
tion whether these duties should be restricted to goods imported 
for domestic consumption. Though the mercantilist interests went 
down to defeat in the Assembly in the effort to save the transit 
trade from these exactions, they were successful in the Council, 

^Journal of Legislative Assembly of Upper Canada, 1835, App. ii, pp. i-ii. 

®®Innis and Lower, Select Documents, p. ^51, Quebec Gazette, quoted in Mon- 
treal Gazette, June ii, 1835. 

^Journals of Legislative Assembly of Upper Canada, 1832, App. i, No. 21, 
p. 87; and Kingston Herald, quoted in Montreal Gazette, June 4, 1833. 

‘^Journal of Legislative Assembly of Upper Canada, 1833, p. 240, March 14, 
1833. 
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where the bill failed to pass.®® The farmers were so embittered 
that the refusal of the Council to pass this bill was made one of 
several complaints against it in an address to. the King.®^ Thus 
tariff controversy added fuel to the fire that was to break out into 
open rebellion two years later. 

The risings of 1837 called attention to the problems of the St. 
Lawrence provinces but brought no immediate improvement. 
Despite the economic collapse in the United States in 1837, heavy 
emigration to that country resulted, and the rapid expansion 
south of the Lakes between 1838 and 1840 when railroads were 
already starting westward added to the discontent in Upper Can- 
ada. There was a renewal of agitation for a union of the prov- 
inces and for financial assistance from the British capital market 
in the long competitive battle of the St. Lawrence with the Erie 
Canal. 

Lord Durham’s analysis of the woes of the colonies bore out 
the demand for union by pointing up fiscal problems, especially in 
Upper Canada. Both legislatures were almost wholly dependent 
upon customs receipts, for while Upper Canada levied small land 
and general property taxes, in Lower Canada French habitants 
and seigneurs outvoted the merchants who favoured direct land 
taxes.®® Provincial revenues, therefore, fluctuated with commer- 
cial conditions; as Durham observed, “the amount of the revenue 
has within the last four years [from 1835 to 1838] diminished 
from about 150,000 livres to little more than 100,000 livres per 
annum.” Since these revenues, even in prosperous times, were 
by no means adequate, the permanent expenditure of the British 
government in the colony amounted to about 60,000 livres per 
year. Durham put his finger on the chief difficulty when he 
pointed out that because of the joint collection of most customs 

^ Journal of Legislative Assembly of Upper Canada, 1835, App., No. 32, p. i. 

Address of April 15, 1835 printed as a pamphlet (Toronto: R. Stanton, 1836). 

For Upper Canada’s taxes, see Innis and Lower, Select Documents, p. 48 quot- 
ing Howison, “Sketches of Upper Canada.” Lord Durham remarked in his re- 
port: “there is hardly the semblance of direct taxation in Lower Canada for gen- 
eral and local purposes.” P.A.C., Series Q, vol. 163, p. 87. 

®®P.A.C., Series Q, vol. 163, p. 86. 
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duties Upper Canada, which was in financial need, could not be 
provided for without increasing the revenues of Lower Canada, 
which at that time had ample resources. For this period the divi- 
sion of customs duties was on a 60-40 basis, the larger percentage 
going to Lower Canada. By the Canada Trade Act these per- 
centages were changed every four years in accordance with the 
percentage of imports entered for consumption into each province. 
This, of course, could only be roughly estimated. Durham also 
remarked unfavourably on the large amount of smuggling that 
went on and on the height of the tariff as far as legitimate trade 
was concerned.^® 

As union drew near the province of Lower Canada, which had 
been quiescent in tariff-making since 1819, passed a new tariff law 
(2 Viet., c. 25, L.C.) which marked a definite change of policy. 
In the past colonial duties had applied to Empire commodities not 
subject to imperial duties or to foreign goods in the few instances 
when the colonial were above the imperial rates. The new act 
asserted the province’s power to levy duties in addition to those 
in the imperial act of 1833. This act suspended all the provincial 
acts and levied a new set, but these did not greatly change the 
level of duties imposed twenty or more years before. The innova- 
tion lay in making the colonial duties additional to the imperial, 
that is, the general rate remained 2 per cent but was now added 
to the 15 per cent (n.o.p.) levy of the imperial act. The same 
principle also applied to specific duties which were levied on wines, 
spirits, sugar, molasses, coffee, tea, tobacco, and salt. Most of 
these goods could not enter from the United States, being of non- 
American origin.^^ The free list, the important feature for Ameri- 
can trade, included foodstuffs, furs, skins, livestock, turpentine, 
hemp, butter, cheese, and honey. 

But sentiment was growing, especially in Upper Canada, in 
favour of protection against agricultural imports from the United 

P.A.C., Series Q, vol. 163, p. 94. 

^They could, however, be brought by ships of any country directly from the 
country of origin to Canada. 
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States.^^ Wheat-growers were cut off from Britain by high freight 
charges on every stage of the long journey and, in periods of low 
wheat prices in Britain, by the corn laws as well. They had to look 
to the domestic market and naturally felt a severe pinch when 
duty-free wheat and flour were dumped north of the border in 
periods of seasonal surplus in the United States. In 1840 the 
farmers in the legislature of Upper Canada won a battle in their 
struggle as that body passed a bill imposing duties on agricultural 
imports (3 Viet., c. i, U.C.). Though the act permitted flour, 
grain, and pork to pass through in bond for export, the bill was 
reserved by the governor and disallowed by the Colonial Office. 
The imperial authorities took the position that since Upper Can- 
ada usually exported some grain to Britain a protective tariff could 
not raise the domestic price since the latter was governed by 
world supply and demand.^® In view of the seasonal nature of the 
market and the isolated position of the colony from the world 
market, such a conclusion was scarcely warranted. Two million 
bushels of wheat were imported from the United States in 1840 
and two and a third million in 1841, three or four hundred thou- 
sand bushels more than total Can'adian wheat exports.'*^ In 1842 
farmers in what had been Upper Canada petitioned the British 
government for free admission of Canadian wheat into England 
and the imposition of a duty on American grain coming into Can- 
ada.^® The first part of the petition was agreeable to the Montreal 
merchants who held that the farmer in Great Britain was suf- 
ficiently protected by the high costs of transportation from Can- 
ada. But the merchants were strongly aligned against any re- 
strictions on the flow of American grain which would reduce the 
precarious advantage of the St. Lawrence route.'*® Nor were 
British authorities, under the influence of agrarian opinion at 


^Toronto Morning Star, November ii, 1840. 

^Journals of Legislative Assembly of Canada, 1842, pp 43-46. 
^Creighton, Commercial Empire of the St. Lawrence, p. 341. 

^P.A.C., Series G, vol. 458, p. 286, Bagot to Stanley, April 28, 1842. 
*®P.A.C., Series G, vol. 458, p. n?? Bagot to Stanley, February 21, 1842. 
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home, in a mood to assist the colonists by reducing duties on 
colonial grain below the 1828 levels. In fact they took up arms to 
scotch a proposal by Gladstone to tax American produce entering 
Canada and to impose only a nominal duty on Canadian wheat 
coming into Great Britain. Gladstone was forced to drop his plan. 

The union of the two Canadas, Durham’s outstanding recom- 
mendation, was consummated on July 23, 1840. The long struggle 
over the division of customs was at last ended, and the financial 
position sufficiently improved to make possible the development 
of the St. Lawrence waterway. The Act of Union (3 & 4 Viet., c. 
35, Imp.) specifically reserved to the imperial government the 
right to regulate trade by tariffs as the Constitutional Act had 
done fifty years before. While the farmers were unsatisfied it 
seemed that the expanding forces of trade and transportation had 
won a victory through the enlargement of their trading sphere. 
The farmers, however, were to gain protection within three years 
and the merchants found the fruits of their victory turn sour six 
years later when British preferences came to an end. 

In September 1841 the new Canadian legislature consolidated 
the already nearly identical provincial customs acts of Upper a,nd 
Lower Canada. A general ad valorem rate of 5 per cent, double 
the preceding n.oip. rate, was adopted at Sydenham’s suggestion 
to cure the financial difficulties of the colony (4 & 5 Viet., c. 14, 
Provincial).^'^ This act repealed all the existing provincial duties. 
With the exception of the new 5 per cent levy, the changes in the 
r839 duties were comparatively minor. The madeira wine duty 
was raised from ^d. to is. per gallon; tea duties were reduced from 
^d. to 2 >d. per pound; manufactured tobacco was charged 2d. z. 
pound, and unmanufactured tobacco id. per pound; spirits from 
the United Kingdom entered at ^d. per gallon, from foreign coun- 
tries and British possessions in North America at 6c?. Ad valorem 
duties were now levied according to either declared or invoice 
value of goods, and duties were collected in sterling. The Colonial 

‘’Under the new constitution, all bills for the expenditure of money and for 
taxation originated with the Governor and had to be submitted to the Assembly 
for discussion. 
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Office was highly critical of the act; it held that the duties on tea 
were so high as to encourage smuggling, the discrimination against 
madeira was unreasonable, and the duty on spirits made the col- 
lection of the imperial duty very complicated.^® The act was 
allowed, however. 

As in 1822 and 1825, 1842 was a year in which imperial policy 
took a significant turn. In that year a new imperial tariff (British 
Possessions Act), a new corn law, and new timber duties were 
passed. The British Possessions Act (5 & 6 Viet., c. 49, Imp.) 
repealed all imperial duties on intercolonial trade, including those 
of 1769, 1766, 1774 (Quebec Revenue Act), and other survivals 
of the heyday of mercantilism, and promulgated a new list appli- 
cable only to foreign goods. The imperial duties now constituted 
a well-rounded set of preferences on Empire goods in the various 
colonial markets. If perchance a colony applied a higher duty to 
Empire rather than to foreign goods, an event not anticipated 
owing to the veto powers which the Colonial Office preserved 
over colonial legislation, the imperial duties could be increased 
to preserve the desired margin of preference. Since imperial 
duties in Canada had been applied to foreign goods since the lift- 
ing of trade restrictions in 1822 and not generally to those of the 
mother country or other colonies, this legislation was not a radi- 
cal departure for the colony. The 1842 measure made an impor- 
tant change in import regulations, allowing coffee, sugar, molasses, 
and rum to come in from the United' States. East Indies tea was 
added to the list a short time later. The smuggling trade had long 
exceeded the legitimate commerce, and this measure was further 
recognition that mercantile prohibitions meant little in the inland 
trade of the American continent. Only munitions and weapons of 
war, counterfeit coins, and such minor articles as objectionable 
books were still banned from entering the colonies from foreign 
countries. Preference had completely replaced prohibition in the 
British commercial system. 

The general list of the imperial duties applying to foreign goods 
was sharply reduced from the 1825 level of 15 per cent to 4 per 

"P.A.C., Series G, vol. 113, P- 283, Stanley to Bagot, April 30, 1842. 
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cent in 1842, but in the latter year colonial duties at 5 per cent 
were additional to imperial levies. Textile manufactures, soap, 
candles, hardware, and similar consumption goods were taxed 7 
per cent. Luxury products, such as silks, manufactures of glass, 
and spermaceti, were charged 15 per cent. Sugar of foreign origin 
but refined in the United Kingdom bore 10 per cent in addition 
to the colonial duty of id. per pound. Sugar produced and refined 
in foreign countries was charged 20 per cent plus colonial duties.^® 
Goods of all kinds, except sugar and tea, warehoused in the United 
Kingdom, were subject to only three-fourths of the regular im- 
perial rates when imported into the colonies. Wheat flour, salted 
meats, fish, butter, and unrefined sugar were now subject to small 
specific duties.®® At the same time the free list covering raw 
materials and agricultural products remained extensive, and this 
act reduced the effective duty by as much as 8 per cent on parts 
of the general list. 

The British corn law of 1842 (s & 6 Viet. c. 14) disappointed 
Canadian farmers because it did not give them a free market in 
Great Britain nor protection at home. However, it resulted in a 
great improvement of their position. By the law of 1828 Canadian 
wheat was charged s^. per quarter till the price of British wheat 
went above 675'.; in the new act the duty was 5^. until British 
wheat was above S5J. and only is. when the British price went 
above 585. This threw open to Canadians a much larger segment 
of the British market than ever before. 

Indirectly, also, the act had great influence upon commercial 
policy. In the despatch discussing the new corn law, Stanley, the 
Colonial Minister, declared that one reason why Canadian wheat 


The following year the British government warned that any colonial duty im- 
posing a higher rate on sugar of foreign origin refined in the United Kingdom than 
on sugar of colonial origin refined there would be disallowed (P.A.C., Series G, 
vol. 117, p- 148, Stanley to Metcalfe, June 28, 1843). 

Wheat flour was dutiable at 25-. per barrel; foreign fish at 2S. per hundred- 
weight; salted meat at 3^. per barrel; butter at Ss. per hundredweight; cheese at 
$s. per hundredweight; coffee at 55. per hundredweight; molasses at 3s. per hun- 
dredweight; unrefined sugar at 35. per hundredweight. Grain, fresh meat, fish, 
wood, and lumber, cotton, hemp, flax, livestock, salt, and rice were free. 
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and flour were not allowed unrestricted entry into Britain was the 
possibility of tremendous shipments from the United States. The 
imperial government could prevent this by laying a heavy duty 
on United States wheat entering Canada, but it was unwilling to 
prohibit the entry of an article which Canada might need to im- 
port for consumption.®^ This desire of the Colonial office to limit 
imports of United States wheat into Canada, in the interests of the 
British landlord, amounted to a reversal of imperial attitude since 
the disallowance of Upper Canada’s protective duties in 1840. 
Agricultural interests in Canada were quick to push their ad- 
vantage (i.e., Stanley’s implied offer) despite opposition from the 
merchants.®^ A provincial duty of $s. per quarter was thence- 
forth imposed on American wheat entering Canada (6 Viet., c. 31, 
Provincial). The following year the British honoured the bargain 
which the Canadians had read into Stanley’s despatch by passing 
the Canada corn law (6 & 7 Viet., c. 29, Imp.). In view of Can- 
ada’s duty on foreign wheat. Parliament reduced the duty on 
Canadian wheat to 15. per quarter, allowing it to enter irrespective 
of the British price. Proportionally reduced duties were imposed 
on flour, and the hope was expressed that this would encourage 
the milling of United States wheat in Canada.®® 

The new timber duties of 1842 were a blow to vested interests 
in Canada. The British Possessions Act removed the duties on 
foreign timber entering the colonies, particularly, the West Indies. 
The imperial government acted in the belief that Canada and 
New Brunswick would not be hurt because the United States 
already had to buy from them.®^ Furthermore, the possibility of 
substituting a colonial in place of the abolished imperial duty was 
not ruled out.®® But what concerned the lumber interests most 
was the retention of their preference by the maintenance of the 

“PA.C., Series G, vol. 113, p. 276, Stanley to Bagot, March 2, 1842. 

“The Board of Trade of Quebec petitioned for royal disallowance of this act 
(P.A.C., Series G, vol. 459, p. 407, Bagot to Colonial OfBce, January 27, 1843). 

“P.A.C., Series G, vol. 117, p. 220, Stanley to Metcalfe, July 18, 1843. 

“P.A.C., Series G, vol. ii4> P- 303. Stanley to Bagot, August 17, 1842. 

^British Parliamentary Papers, Accounts and Papers (Colonial), 1846, XX\TII, 
Sess. No. 691, Tariffs, p. 105, Stanley to West India Governors, July 30, 1842. 
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almost prohibitive duties on Baltic timber in the mother country. 
In 1842 they began to lose their advantage when the duties on 
foreign timber were slashed from £2 155. a load to £i loj. with the 
further proviso that after October 1843 the rate was to be £i 5^. 
Colonial timber, however, paid only a registration duty of I^. 
per load (5 & 6 Viet., c. 47, Imp.). But the drive against the tim- 
ber duties continued with further reductions in 1845 (8 & 9 Viet., 
c. 90, Imp.) and 1846 (9 & 10 Viet., c. 23, Imp.). A shrinking 
margin between colonial and foreign timber remained till 1851 
(14 & IS Viet., c. 62, Imp.) when the distinction was eliminated 
completely. Timber from any source was free after i860. The 
Canadian timber trade, however, actually prospered until the end 
of 1845, despite the loss of some preference. There was a great 
demand for timber in Great Britain at that time and, since Baltic 
and Canadian timber were to some extent complementary, in- 
creased use of one stimulated demand for the other. Furthermore, 
the duty on foreign timber only equalized shipping costs from the 
Baltic and from Canada.®® 

While the British government was thus feeling its way toward 
free trade, the Canadian legislature in 1843 adopted a genuine 
system of agricultural protection in the shape of countervailing 
duties against the United States (7 Viet., cc. i and 2, Provin- 
cial).®’^ Practically all farm products were taken off the free list. 
Wheat remained at 3s. per quarter as under the colonial legisla- 
tion of the previous year. Horses at £i 105. per head, cattle at 
£r, sheep at 2s., swine at 5^., and poultry at 10 per cent ad valorem 
were the more important livestock products subjected to colonial 
duties for the first time.®® Grains, such as rye, beans, and maize at 
35. per quarter, oats at 2^. per quarter, fresh meat at 45. per 
hundredweight, and butter at 2s. per hundredweight were among 
the other agricultural products covered. Earlier in that year the 

P.A.C., Series G, vol, 123, p. 365, Gladstone to Cathcart, March 3, 1836. 

®^P.A-C., Series G, voL 460, p. 103, Metcalfe to Stanley, November 21, 1843. 

These duties on cattle and agricultural produce actually brought in revenue 
and, except for hops, did not check imports from the United States (P.A.C., Series 
G, voL 460, p. 440, Metcalfe to Stanley, May 9, 1845). 
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British government had warned all the colonial governments that 
provincial duties levied according to place of production or export 
would be disallowed.®® Since the Canadian duties applied to all 
foreign countries without ostensible discrimination, they complied 
with the letter if not the spirit of the Colonial Office’s admonition. 
Though the customs tariff of 1843 was allowed, the imperial au- 
thorities expressed disapproval on the ground that such a policy 
might interfere with trade between the United Kingdom and the 
United States.®® This was a most notable victory for the agricul- 
tural interests of the colony. 

The St. Lawrence trading position now indeed seemed threat- 
ened from all directions. In 1845 and 1846 the United States 
passed drawback laws which enabled Canadian imports and 
exports to pass through American territory without restriction 
and thus to take advantage of the lower shipping rates from New 
York to England.®’^ This was a shattering blow to the St. Law- 
rence route, which was always more expensive than the southern 
route. Imports through Montreal fell while those through the 
United States increased.®^ The response among Canadian mer- 
chants was a demand for differential duties on goods brought into 
Canada by inland navigation and for the genuine application of 
the Navigation Acts on the Lakes. 

Protectionist sentiment, rather than commercial opinion, pro- 
duced a colonial customs act in 1845 which would have levied 
discriminatory duties on goods coming by inland navigation, 
raised the rates against British goods, and reduced those on raw 
materials to encourage home manufactures (8 Viet., c. 3, Provin- 
cial). The Toronto Board of Trade, however, complained because 
the bill favoured certain interests and later claimed credit for its 
modification.®® Even without colonial petitions the act would 

“P.A.C., Series G, vol. 117, p. 148, Stanley to Metcalfe, June 28, 1843. Sugar 
was specifically mentioned, see above, n. 42. 

“P.A.C., Series G, vol. 120, p. 315, Stanley to Metcalfe, September 26, 1844. 

U. S. Statutes at Large, V, 751, and IX, p. 77. 

“Innis and Lower, Select Documents, p. 192. 

® Annual Report of Council of Toronto Board of Trade, in Toronto Globe, Janu- 
ary 8, 1848, quoted in Innis and Lower, Select Documents, p. 363. 
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have been displeasing to the British government. Gladstone ob- 
jected to the discriminatory features and the increase of duties 
for other than revenue purposes. In a compromising spirit, how- 
ever, he told Cathcart that the Cabinet would not favour new dif- 
ferential duties on goods brought into Canada by inland naviga- 
tion but that if the people of Canada really wanted such duties 
the governor was not to veto them. Though the British Cabinet 
objected to higher duties on articles coming by sea, goods coming 
by inland navigation might possibly be considered in a different 
category. The imperial government also preferred to have the 
colonial duty of 3^. a quarter on American wheat reconsidered.®^ 
As a result of Gladstone’s insistence the act was amended and 
became the customs law of 1846 (9 Viet., c. i, Provincial). This 
act made permanent the duties of 1843 on wheat imported for 
home consumption and on livestock, meats, and other foodstuffs, 
but omitted (with a minor exception for leather manufactures) 
discriminating duties on United States products imported by in- 
land navigation. 

In 1846 came the fateful news that Great Britain was abolishing 
the corn laws and that within three years Canada’s favoured posi- 
tion in British markets would be lost. Later in the same year the 
British government invited the colonies to remove all differential 
duties favouring imperial commerce (9 & 10 Viet., c. 94, Imp.).®® 
The imperial duties, which were now to be repealed, had been the 
most important factor in the Canadian tariff since 1825 and had 


“P.A.C., vol. 123, p. 13s, Gladstone to Cathcart, February 3, 1846. 

® Innis and Lower, Seket Documents, p. 349, quoting Canadian Economist, July 
18, August IS, 1846: 

Imperial and Colonial Duty Colonial Duty 


Article on Foreign Goods on British Goods 

Glass and glassware 20% S% 

Hardware 12% S% 

Leather manufactures 12% S% 

Manufactures, cotton, linen, 

woolen 12% S% 

Paper manufactures 12% S% 

Brandy and other spirits . . 2S. 3d. per gal. is. 3d. per gal. 

Wine 17% and 8d. per gal. 10% and 8d. per gal. 
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in reality afforded considerable preference to British goods.®* The 
revenue collected under these duties amounted to one-fourth of 
the total customs receipts. 

The loss of the principal British preferences with the repeal of 
the corn laws was perhaps the severest blow in the commercial 
history of the St. Lawrence colony. To most Canadians, British 
policy-makers seemed indeed determined to sever the economic 
ties of Empire. .They claimed that great damage would be done 
to Canada by repeal of the corn laws, the canals would be so little 
used that tolls would not pay for them, and the fall in the price of 
wheat would reduce consumption of British manufacture.®’^ The 
very prospect of repeal of the laws brought depression and called 
forth a flood of pleas for the retention of at least some part of the 
preferential system. In reply, the British claimed that they were 
not unmindful of the interests of the colony and that Canada’s 
wheat would have an advantage over American wheat in that “her 
(Canada’s) low tariff was so favourable to importation, and on 
that account powerfully tending to encourage her reciprocal com- 
merce outward. . . .” ®® Such a free trade philosophy was cold 
comfort to Canadians. Instead of following a laissez faire policy 
they bestirred themselves to offset the repeal of the corn laws by 
raising a loan to complete the canals, seeking remission of the 3^. 
duty on foreign wheat for re-export, and agitating for changes in 
the Navigation Acts and for the retention of some preference.®* 
The British were willing to have Canada remove its duty on for- 
eign wheat and flour, but they would not grant Canada’s request 
for a preferential duty of id. per quarter while charging others 
The imperial authorities felt obliged to remind Canada that 
commercial preference was not the sole basis of the imperial con- 
nection and that a substantial preference on timber remained. 
They promised, however, to take up the question of reciprocity 

See previous footnote. 

“■'P.A.C., Series G, vol. 460, p. 520, Cathcart to Gladstone, January 28, 1846. 

“PA.C., Series G, vol. 123, p. 365, Gladstone to Cathcart, March 3, 1846. 

"P-A-C., Series G, vol. 461, p. 45, Cathcart to Gladstone, June ii, 1846. 

™PjV.C., Series G, vol. 124, pp. 9 and 92. Gladstone to Cathcart, April i and 
18, 1846. 
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with, the United States which now began to gain support in 
Canada/^ 

In 1846 the colonial system based on preference was all but 
destroyed. Remnants like the Navigation Acts and the timber 
preferences remained, but their doom was certain. While the 
commercial interests of Montreal could see only ruin if means 
were not found to restore the artificially created advantages of the 
St. Lawrence route, the agricultural and industrial interests now 
perceived a greater opportunity for protection and the enhance- 
ment of their interests. What industries would be fostered by 
protection in the 1840’s? Probably few, but industrial protection 
grew as a real political force during the fifteen years after 1846. 

The policy of the second British Empire appeared indifferent 
to the development of manufacturing in the colonies, and indus- 
trially Canada had not advanced far by 1846. Upper Canada, or 
Canada West as it was now called, was primarily dependent upon 
agriculture with wheat and flour in the dominant role up to 1850. 
The milling industry had been stimulated by favoured entry to 
the United Kingdom for American wheat ground into flour in 
Canadian mills. The census of 1850-51 showed that Canada had 
1253 grain mills, of which 1077 were propelled by water, and 
were probably small. Other manufacturing beginnings were of 
minor importance. Of 18 woolen mills in Lower Canada (Canada 
East) in 1850, 15 employed a total of 154 hands. Montreal in 
1816 was the site of a small textile mill, and small hemp factories 
began operations in Upper Canada during the 1820’s. 

The Montreal Gazette, probably the first important early advo- 
cate of protection for Canadian industry, refers to some industrial 
beginnings in the Montreal region in the 1830’s.’^^ In 1846 there 
were four foundries in production in Montreal; a cotton factory 
at Chambly; a woolen factory in Canada West, probably at Co- 
burg; a cotton factory at Sherbrooke; three paper mills in Canada 
East, and five or six in Canada West. The most extensive factory 
in Canada East was probably the iron works at the St. Maurice 

Series G, vol. 125, p, 42, Gladstone to Cathcart, June 3, 1846. 

■^June i6j 1831 and November 1, 1831, 
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forges near Three Rivers. Leather, stoves, nails, axes, and farm 
machinery were produced in small quantities in many scattered 
localities.'^® Industry was largely at the domestic stage of devel- 
opment, the principal work being done in the home or smithy. 
Carding and fulling mills, for example, were much more numer- 
ous than woolen mills.’^^ The numerous half-employed population 
provided a good labour reserve for these small-scale industries. 
The protection afforded local industry by high transportation 
costs was of more assistance than the small incidental protection 
afforded by the revenue tariffs of the period, which rarely ex- 
ceeded 2 per cent, or at most 5 per cent, although textile manu- 
factures were subject to 7 per cent ad valorem in 1842. Of course 
somewhat higher duties were imposed on certain manufactured 
goods by imperial tariffs. 

Since party lines had not been clearly drawn in the Canadian 
legislature by 1846, the tariff had not developed far as a partisan 
issue. Concern over responsible government was paramount until 
1849, driving all issues of a strictly economic nature into the back- 
ground. The colonial tariff remained largely the work of the 
governor and the legislative and executive councils. Sydenham 
had stood for undiminished executive power, especially over fiscal 
policy, and Bagot retained control even when he invited the re- 
formers, Baldwin and Lafontaine, to form a ministry in 1842. In 
1843, however, the Assembly made its influence felt in the adop- 
tion of the agricultural tariff, and after Elgin assumed office in 
1847 the Assembly or the group which could command a majority 
in that body became the tariff-maker. The end of the preferential 
system gave increased power over the tariff into the hands of the 
legislature. Absentee control of commercial policy was nearing 
its eclipse. 

Whether by accident or intent the imperial acts of 1822, 1825, 
and 1830 which had opened Canada to foreign trade on a legiti- 

Canadian Economist, August 8 and September i2> 1846, quoted in Innis and 
Lower, Select Docume 7 its, pp. 501-305. 

Carding and fulling mills, 147 in Upper Canada, i 93 Lower ana a, woo en 
mills, 74 in Upper Canada, 18 in Lower Canada, by census of 1850-51. 
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mate, though far from tax-free or non-discriminatory, basis were 
important milestones on the road to tariff autonomy. Prohibi- 
tion, ill-enforced and badly defined as it was, could hardly have 
been immediately followed by a comprehensive and judicious set 
of colonial duties. Imperial preferential duties, of necessity, came 
between. The free port system introduced in these acts was also 
the entering wedge against the Navigation Acts and for free access 
to Canadian ports by foreign shipping. 

By 1846 the distinctly colonial or dependent phase of Canadian 
economic life was drawing to a close. Agrarian protectionists 
standing for greater independence were already in conflict with 
the interests of the more articulate and powerful merchants and 
shippers who wanted, above all, to preserve and strengthen the 
comparative advantage of the St. Lawrence corridor for Anglo- 
American trade. Even if the preferences contained in the corn 
law and the timber duties of 1842 had remained, internal forces 
in Canada would have created a demand for an autonomous com- 
mercial policy. As we shall see in the next chapter the growing 
revenue needs of the colony as well as the beginnings of industrial 
protectionism soon made control of the tariff a sine qua non of 
effective and stable government. Expansion in the colonial econ- 
omy, and the growing sense of the need for political unity over a 
wider area, made tariff autonomy an end for which Canadian lead- 
ers were now willing to risk the displeasure of the British govern- 
ment. 



CHAPTER IV 


TARIFF AUTONOMY AND RECIPROCITY 

Speaking in Toronto in 1863 Isaac Buchanan, long prominent 
in the political and industrial life of Upper Canada, declared; 

Those who can estimate the terrible difficulties if not impossibilities 
of such arrangements (eliminating colonial preferences) will begin to 
form some idea of the crime committed by the statesmen of England 
in making so serious a step in the dark as the adoption of the principle 
of Free Trade, or in other words of the contrary principle to that of 
Empire.^ 

Thus deeply did Canadian commercial leaders bear the injury in- 
flicted by the discard of the old imperial system. 

The repeal of the corn laws necessitated drastic reorganization 
of Canadian commercial policy. To improve their export position 
and cheapen transportation costs, Canadians wished to rid them- 
selves of the Navigation Acts and obtain reciprocity with the 
United States. They also began to apply a policy of protection 
not only to agriculture but also to industry. The repeal of the 
Navigation Acts was fairly easily obtained. Reciprocity with the 
United States was somewhat more difficult and was destined to be 
short-lived. Between 1847 1866 the Canadian tariff was ad- 

justed on four principal occasions, 1849, 1856, 1858, and 1859, 
each time in the upward direction. The policy of protection took 
firm root in the 1850’s and played a continuous and increasingly 
important role in the commercial and industrial life of Canada. 
All the elements which were to enter into the tariff issue made 
their appearance, and most of the arguments pro and con were 
raised during this period. 

^ Isaac Buchanan, Relations of the Industry of Canada with the Mother Country 
and the United States, edited by Henry J. Morgan (Montreal: John Lovell, 1864), 
p. 21. 
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tiguity to their territory. This claim was not admitted by either 
the British or the Canadians.® The latter saw the possibility of 
using free navigation of the St. Lawrence in bargaining for reci- 
procity.® 

What of the economic consequences of the repeal of the corn 
laws on the colonial economy? During 1847 and 1848 hard times 
were general. The collapse of the British railway boom and the 
reduction of preferences temporarily ruined the Canadian timber 
trade.^ The price of wheat broke severely in 1847 ''^th the result 
that only about 238,000 bushels were exported in 1848 as com- 
pared with 628,000 in 1847. Land values fell in the city and on 
the farm, while labour sought employment in the United States. 
The inability of the farmer to take advantage of the higher prices 
across the border brought demands for higher agricultural tariffs 
for Canada. The duty on wheat entering the Republic was 25^! a 
bushel, and transportation costs in addition produced a price 
spread in excess of 30^ between the neighbouring cities in the two 
countries. In 1847 the average price of wheat in Toronto was 895^ 
and in Rochester $1.22 per bushel. The price differential on flour 
averaged 88^^ per barrel.® No Canadian tariff could correct this 
situation which had resulted from Canada’s surpluses and Ameri- 
can tariffs, but economic facts have seldom impressed those hard 
hit by depression. By this time American manufactures were 
making inroads on the Canadian market which the British had 
once enjoyed unchallenged. A mixture of wool and cotton called 
satinet, made in America, filled the demand for that article in 
Canada. Though Manchester, Glasgow, and Belfast still con- 
trolled the market for cottons, American iron tools had completely 
superseded goods from Sheffield and Birmingham.® 

But industrial development was now beginning in Canada, and 

®P.A.C., Series G, vol. 129, p. yS, Grey to Elgin, July 31, 1847. 

“P.A.C., Series G, vol. 461, p. 126, Elgin to Grey, March 26, 1847. 

' Innis and Lower, Sehct Documents, p. 258. 

® “Annual Report of Toronto Board of Trade for 1847” in Toronto Globe, Janu- 
ary 8, 1848, quoted in Innis and Lower, Select Documents, pp. 3SS-3S6. 

‘Montreal Gazette, July 20, 1839, quoted in Innis and Lower, Select Documents, 
p. 243. 
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industrial protectionism took root in the transition period between 
colonial status and full autonomy in tariff-making. Spokesmen 
for the small industrial centres of Canada West urged that the 
revenue duties in contemplation for 1847 should be levied princi- 
pally on competing imports, while partially finished goods for 
further manufacture in Canada should enter free of duty. 

The beginnings of protectionist sentiment was not at all pleas- 
ing to the imperial government; a protective measure had been 
disallowed in 1845. Though the repeal of corn laws and the pas- 
sage of the enabling act nominally conferred autonomy upon 
Canada, the Colonial Office showed little tendency to maintain a 
hands-off attitude. Shortly after the passage of the enabling act. 
Lord Grey advised the Canadian legislature to establish a tariff 
solely to raise revenue with the smallest pressure upon the con- 
sumer and the least possible interference with the distribution of 
capital and labour.’^® Grey expressed these views on colonial 
autonomy; 

When Parliament, after a protracted discussion of many years, finally 
determined upon abandoning the former policy of endeavouring to pro- 
mote the commerce of the Empire by an artificial system of restrictions 
... it did not abdicate the duty and power of regulating the commer- 
cial policy not only of the United Kingdom but of the British Empire. 
The common interest of all parts of that extended Empire requires that 
its commercial policy should be the same throughout its numerous de- 
pendencies; . . 

When Elgin was despatched as governor his instructions declared 
that the colonies might and should repeal differential duties in 
favour of British products. On the other hand, the Colonial Office 
also recommended uniform duties and customs services in the 
various provinces of British North America after the model of the 
ZollvereinP 

“P.A.C., Series G, voL 126, p. .67, Grey to Cathcart, September 17, 1846. 

“Henry George, 3rd Earl Grey, The Colonial Policy of Lord John Russell’s Ad- 
ministration, 2 vols. (London: Richard Bentley, 1853), I, 281-282. 

“P.A.C., Series G, vol. 126, p. 380, Grey to Elgin, December 31, 1846. 
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The Canadian legislature paid some heed to these suggestions 
in drafting the tariff of 1847. All previous tariff acts were re- 
pealed, and uniform new duties were levied upon imports from all 
countries (10 & ii Viet., c. 31, Provincial). The suggestion of a 
Zollverein bore fruit in an offer of reciprocity to the other North 
American colonies. This offer was held out to the neighbouring 
colonies until 1850 when concurrent legislation in the colonies 
provided for the removal of duties on a list resembling that of the 
Reciprocity Treaty of 1854 (13 & 14 Viet., c. 3, Provincial). 
Even then, the Colonial Office objected to reciprocity unless the 
privilege was extended to all the British North American colonies 
or to those who were willing to subscribe to the conditions of the 
agreement because the imperial government was opposed to any 
discriminatory duties.^® 

After paying this much heed to the wishes of the imperial gov- 
ernment, in 1847, the Canadians struck out on their own. In May 
1846 the $s. duty on American wheat imposed in 1843 had been 
repealed (9 Viet., c. i. Provincial) when the Canada corn law 
became a dead letter. Wheat remained free under the new tariff, 
but other grains bore duties at about the 1843 levels. Specific 
duties on livestock were raised 2s. to 55. per head. Flour, one of 
the principal manufactured products of the colony, dutiable at 2s. 
per barrel under the imperial customs, now bore 35. a barrel. 
Revenue taxes on coffee and spirits remained at about the 1839 
provincial duty levels. The duty on refined sugar of £i js. 6 d. per 
hundredweight may have given some incidental protection to the 
new sugar refining industry in Canada, though other grades of 
sugar were also heavily taxed. A new departure was made with 
compound duties of 10 per cent ad valorem plus a specific duty of 
IS. a gallon on wines. To reduce the amount of smuggling of tea, 
which the authorities charged was most flagrant, the duty was 

“ P.A.C., Series G, vol. 138, p. 14s, Grey to Elgin, March 12, 1851. More dis- 
cussion of intercolonial reciprocity will be found in the next chapter. In 1858 
Canada proposed interprovincial free trade in all products, manufactured as well as 
natural, and the formation of a general customs union. In 1861, the imperial gov- 
ernment announced that it had no objection to such a policy (P.A.C., Series G, 
vol. 166, p. 333, Newcastle to Monck, November s, 1861). See next chapter. 
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reduced from 3d. to 2j4d. per pound. Smuggling remained un- 
checked, however. The highest duties, ranging up to 2 o per cent, 
were revenue levies on luxury products. Duties on glass and silk 
manufactures were reduced to 7J4 per cent as compared with 15 
per cent under the imperial duties. Seven and one-half per cent 
was the general rate covering most textile products, hardware, 
and manufactures of wood. Boiler plate, railway bars, pig iron, 
ore, coal, and metals in general entered at i per cent, but iron 
wire paid 5 per cent. Threshing machines and fanning mills were 
charged 12J4 per cent, and other farm machinery 10 per cent ad 
valorem.^^ The basis for levying ad valorem duties was the in- 
voice value at the place from which the goods were imported plus 
a margin of 10 per cent. This latter provision of course increased 
the actual ad valorem duty above the nominal rate in the tariff. 
Previously the actual price of the imported goods at the point of 
export had been accepted. The Canadian method of determining 
value for duty at the point of export, rather than at destination, 
favoured Britain over the United States since British transporta- 
tion costs to Canada were higher than American. 

The act went into operation on January 5, 1848. Despite the 
British government’s sanction of the move British manufacturers 
were quick to protest against the removal of all preferences and 
the upward tendency in some of the Canadian duties. Their opin- 
ions were echoed by the Colonial Office. It was pointed out that, 
while the West Indies and Australia were content with revenue 
duties of 3^4 per cent, Canadian rates in 1847 had reached four 
times that level.^® 

The liberal leadership of Baldwin and Lafontaine, with Hincks 
in charge of finance, raised the general rate to 12 J2 per cent in 
1849 (12 Viet., c. I, Provincial). A protectionist meeting in 
Montreal early in 1849 complained that the 7)4 per cent level 

“The Council of the Toronto Board of Trade objected to the duties on farm 
machinery and the generally higher rates and would have preferred the disallow- 
ance of the bill (Innis and Lower, Select Documents, pp. 363-365) . 

“P.A.C., Series G, vol. 130, pp. 165 and 254, Grey to Elgin, February 11, 1848, 
and March 6, 1848. Also, William Weir, Sixty Years in Canada (Montreal; John 
Lovell and Son, 1903), pp. 98-104. 
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was inadequate. Compound duties of i 2 j 4 per cent plus specific 
duties were applied to sugar, tea, coffee, molasses, tobacco, salt, 
and whiskey, all of which had formerly been on the specific duty 
list. The specific portions of the duties ranged up to 14s. per 
hundredweight for sugar and 45. Sd. per hundredweight for coffee. 
Wines and spirits at 25 per cent plus small specific duties, and 
semi-tropical spices at 30 per cent were the highest duties on the 
list. The general rate for agricultural products was 20 per cent, 
however. The i per cent levy of 1847 011 metals, iron, ores, and 
coal was now raised to 2 j 4 per cent. Purely specific duties were 
entirely abolished in 1849. The principle of valuing goods for 
duty at point of export was changed, and the cash value in the 
principal markets of the exporting country was substituted. The 
practice of adding 10 per cent to the price to arrive at the value 
for duty was discarded, as it had proved unpopular with British 
exporters. 

Canadian merchants hoped in 1847 and 1849 that by imposing 
high duties on British goods the mother country might be led to 
retain the remaining preferences on colonial timber and grains. 
(Preferences were not entirely removed on grain until 1849, or on 
timber until i860.) But the British government, regretful that 
her colonies were not following her free trade example, refused to 
entertain any appeals for a reconsideration of her own tariff pol- 
icy. The Colonial Office, prodded by British industrialists, made 
it clear that the increases in rates would not have been sanctioned 
had they been really protective.^® It is fairly certain in any case 
that the burden of the Canadian tariff in 1847 and 1849 '^^s 
largely on the Canadian consumer rather than on the British 
manufacturer. The latter continued to enjoy most of the colony’s 
trade in finished goods because of the pre-eminence of British 
manufacturing, despite the infiltration of American goods noted 
above. 

When the colonies were cut adrift economically by the mother 
country in 1846, one of their hopes was to obtain closer commer- 
cial relations with the United States. To the British, also, reci- 

“PA.C., Series G, vol. 13S, PP- 96 - 97 , Grey to Elgin, October ii, 1849- 
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procity with the United States seemed the best solution for the 
colony even though it meant obtaining for one portion of the Em- 
pire a preferred place in the markets of a foreign power. By 
broadening the treaty to include the Maritime colonies and con- 
fining it to natural products, this inconsistency was to be mitigated. 
Upon the repeal of the corn laws, the imperial government in- 
structed the British minister at Washington to take up the ques- 
tion of reciprocity with the United States.^'^ Nothing came of his 
efforts in 1846 and 1847.^® 1848 the Baldwin-Lafontaine min- 

istry, under the influence of Francis Hincks and William Hamil- 
ton Merritt, bestirred itself to obtain reciprocity with the United 
States by joint legislation. A bill to establish free trade between 
the United States and British North America was also placed 
before Congress, but that body was quarrelling over the slavery 
issue and took no action.^® In the midst of these discussions Ca- 
nadians were reminded that their tariff autonomy was not com- 
plete. The Canadian bill to secure reciprocity was criticized in 
Britain because of the possibility that it might establish a differ- 
ential duty against Great Britain on iron ores. Such a measure 
would not be confirmed, the Colonial Office announced.®® In fact, 
the British intended reciprocity to be limited to agricultural prod- 
ucts and certain raw materials “because the free admission of 
manufactures and of various other articles could not be permitted 
eithfer into the United States or into the British Provinces without 
interfering with the Revenue and Commercial policy of both 
States.” The bill which the Canadian legislature had passed 
provided for the reciprocal free admission of agricultural, mineral, 
and timber products from the United States (12 Viet., c. 3, Pro- 
vincial) . 

“P.A.C., Series G, vol. 123, p. 163, Gladstone to Cathcart, June 27, 1846, 

“PjV.C., Series G, vol. 123, p. 338, Grey to Cathcart, August 11, 1846, and ibid., 
vol. 128, p. 497, Grey to Elgin, June 22, 1847. 

“P.A.C., Series G, vol. 132, p. 39, Grey to Elgin, August 10, 1848, and ibid., 
vol. 133, p. 244, Grey to Elgin, March 31, 1849. 

^Journals of Legislative Assembly of Canada, 1836, App. No. 28, Grey to Elgin, 
December 21, 1848. 

““ PA.C., Series G, vol. 13S, pp. 458-439, Grey to Elgin, November 17, 1849. 
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Discouragement over the ending of preferences and the failure 
to get reciprocity, coupled with anger over Elgin’s refusal to veto 
the “rebellion losses” bill, led to the annexationist movement that 
sprang up in Montreal in the summer of 1849. The coming of 
responsible government was weakening the power of the privi- 
leged members of the governor’s Council and fanning the flame 
of discontent with the imperial connection among the die-hard 
conservatives of the Family Compact school. These had the most 
important stake in the commerce of Canada, and to placate them 
for loss of preferences and political control Britain tried to 
broaden the field of intercourse of the colony. Though the an- 
nexationist movement began among the commercial classes, Elgin 
warned that it might spread to manufacturing and agricultural 
interests unless Canadians could gain admission to the United 
States market.^^ Since there seemed little possibility of obtaining 
reciprocity by concurrent legislation he hoped that Britain could 
attain the desired end by treaty.^® 

The annexationist movement and the delay in obtaining reci- 
procity put the protectionists in a favourable position. Agricul- 
tural protection had been in evidence before the tariff of 1843; 
industrial protection appeared by 1847, but during the 1850’s 
protectionist opinion was to gain important ground in number of 
adherents and in the tariff itself. Even merchants joined the pro- 
tectionist cause.®^ The building of the first links in a railway 
system turned the attention of Canada inward where new indus- 
trial interests were rising to political power. Though the timber 
trade with Britain declined after 1846, lumber mills and manufac- 
ture of secondary wood products were still of some importance. 
The advancement of farming in Canada West led to further ex- 
ploitation of hardwood resources and the beginning of a furniture 
industry. Farm machinery factories were springing up, and a 
few textile mills produced crude materials for home use. 

“ P.A.C., Series G, vol. 461, p. 357, Elgin to Grey, June ij, 1849. 

® P.A.C., Series G, vol. 461, p. 367, Elgin to Grey, July 2, 1849. 

®*Weir, ^ixty Years, pp. 98-104; and, The Weekly Globe, Toronto, Septem er 
17 ) 1852. 
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Both the economic prospects and the political spirits of the 
colony rose after 1850. British capital moved overseas to offset 
some of the effects of the overthrow of the old imperial system as 
Baring Brothers and Glyn, Mills, and Company became inter- 
ested in Canadian railways, particularly the Grand Trunk. Manu- 
facturing was increasing in Canada West. The great principle of 
ministerial responsibility had been won, and the political prob- 
lems of the colony were not aggravated. Reciprocity with other 
British North American colonies was attained as discussed in the 
next chapter. 

There remained points of difference however between Canada 
and the United Kingdom. Canadians continued to try — ^without 
success, as in 1847 — to get the British to remove their duties on 
butter, cheese, corn, flour, fruit, timber, and fish. On most of 
these items, Canada still enjoyed a preference.^® The British atti- 
tude was that the argument for the abolition of their duties, which 
were mainly for revenue, could be used equally well for the aboli- 
tion of Canadian duties with the consequent upsetting of the colo- 
nial revenue.^® In 1851 the British reduced their duties on foreign 
timber, further narrowing the preference, despite the pleas of 
Canada. Free trade arguments were used to justify their action 
and to show that Canada would not be injured. Lord Grey wrote: 

that in a country possessing such great natural advantages as Canada, 
and of which the population and capital are still so inadequate to the 
full development of these resources, there can be no occasion for en- 
deavouring by artificial regulations to extend the field of employment, 
and that the permanent prosperity of the province will be best pro- 
moted by allowing enterprise and labour to flow in their natural chan- • 
nels, instead of seeking to divert them to branches of trade dependent 
for their success upon the uncertain and factitious encouragement ac- 
corded by protective duties.®’’’ 

In 1853 there was a minor revision of the tariff. The duties of 
12^ per cent plus a specific levy of 145. a hundredweight on re- 

®PA.C., Series G, vol. 141, p. 320, Pakington to Elgin, July 16, 1852. 

“ P.A.C., Series G, vol. 129, p. 273, Grey to Elgin, October 13, 1847. 

® PA.C., Series G, voL 139, p. 119, Grey to Elgin, August s, 1831. 
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fined sugar were reduced by 4^. (16 Viet., c. 85, Provincial) ; par- 
tially refined sugar and molasses duties were also reduced by 
proportionate amounts. These revisions, in part, met the objec- 
tions of British manufacturers who had complained of the protec- 
tive incidence of these duties, but even after 1853 the British 
continued to complain of Canadian sugar duties on the ground 
that they were protective. The other revisions of 1853 were up- 
ward. Duties on wines were established at the uniform level of 6 d. 
a gallon plus 30 per cent. This represented a 5 per cent advance 
over 1849. Rubber, copper bars, iron in a semi-manufactured 
state, cables, t5T)e, ink, and some minor semi-manufactured prod- 
ucts made up the 2 ^ per cent list. 

But the most immediate problem which now interested Canada 
was reciprocity with the United States. In 1851 Hincks had gone 
to Washington in pursuit of a reciprocity agreement but had failed 
to reach his objective. The Canadian government then laid out a 
program of action in case the United States continued its do- 
nothing policy. This provided for heavier canal tolls on American 
vessels and the imposition of an extra duty on manufactured 
goods — cottons, woolens, iron, hardware, leather, paper, and 
glass — when imported by inland navigation.^® 

In 1854, by the skillful diplomacy of Elgin in Washington, and 
by giving the Americans fishing rights in British North American 
coastal waters and navigation rights on Canadian canals and the 
St. Lawrence on the same terms as Canadian vessels, negotiations 
for a reciprocity treaty were successfully completed. The nego- 
tiation of the Reciprocity Treaty has been the subject of searching 
inquiry by students of diplomatic and economic history.^® No 
attempt to duplicate their efforts will be made here. 

Although working as a British diplomat Elgin was a worthy 
representative of the Canadian point of view, and the treaty was 
truly and solely North American in its economic and political re- 

““P-A.C., Series G, vol. 462, pp. 123-130, Elgin to Colonial Office with enclosures, 
Memo of Inspector-General, September 23, 1832. 

® See especially Bonald C. Masters, The Reciprocity Treaty of i8s4 (New York: 
Longmans, Green & Co., 1937)- 
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suits. It was the first real venture of the scattered colonies, acting 
as a unit, in commercial relations with either a foreign or an Em- 
pire country, and thus gave an impetus to the federation which 
occurred at its abrogation. By abolishing tariffs on all important 
natural products on both sides of the border it created a free trade 
area in the northern half of the American continent within which 
the principle of comparative advantage could operate. Based on 
trade for 1854, £2,180,085 of dutiable imports of Canada were 
placed on the free list. 

Grain now moved from Canada West to the United States to be 
ground into flour and then sometimes found its way to Nova 
Scotia or New Brunswick in exchange for fish. Maritime coal was 
carried into New England, and Pennsylvania coal to Canada. The 
products of farm, forest, quarry, and the sea moved freely during 
a period when the general tariff in both countries was rising to 
new levels.*® For thirty years after the abrogation of the treaty 
in 1865 the reciprocity period was regarded as a golden age for 
Canadian foreign trade. 

The constitutional implications of the treaty perhaps deserve 
passing attention. Though the British had striven manfully to 
obtain reciprocity for the North American colonies, they were 
not prepared to extend the principle further. In 1855 William 
Hamilton Merritt, chairman of a committee of the Legislative 
Assembly of Canada, made an unauthorized proposal for the 
mutual abolition of customs duties upon products of Canada, the 
West Indies, and other colonies in the Caribbean region. In an- 
swer to an inquiry by British Guiana the Lords of Trade objected 
“to the proposal as setting up a discriminatory system of tariff 
preferences within the empire, which would be injurious to the 
interests of consumers and inconsistent with the policy of free 

“Placed on the free list by reciprocity were: grain, flour, breadstuff s of all 
kinds, smoked and salted meats, cotton, wool, seeds and vegetables, fruits, fish and 
their products, poultry, eggs, undressed hides, furs, skins, stone and marble un- 
worked, salt, butter, cheese, tallow, lard, horses, manures, metallic ores of all kinds, 
coal, pitch, tar, turpentine, ashes, timber and lumber of all kinds, plants, trees, 
pelts, rice, com, brick, gypsum, grindstones wrought and unwrought, dyes, flax, 
hemp, tow, wrought or unwrought, tobacco. 
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trade.” In July 1856 Canada was requested to make all natural 
products listed in the Elgin-Marcy treaty free regardless of origin. 
Otherwise the Reciprocity Treaty would mean discrimination and 
would tend to encourage other proposals at variance with free 
trade policy.®^ Steps to comply appear in the tariff act of 1856. 

Reciprocity did not impede the gathering strength of protection 
in Canada. In general, the tariff policy during the first five years 
of the reciprocity period was incidental' protection adopted as a 
formal program. Late in 1854 (18 Viet., c. 5, Provincial) the spe- 
cific part of the duty on refined sugar was raised from 105. to 12^. 
a hundredweight, but the ad valorem duty of i2j4 per cent was 
removed. Sugar duties had long been subjects of complaint, and 
these were no exception. The Treasury refused to sanction them 
because they were unjust to British refiners and Canadian con- 
sumers.®® The 2 j 4 per cent duty on iron and steel, metals, rub- 
ber, wool, cordage, and partially processed goods was removed 
for the duration of reciprocity, and the 20 per cent duty on meats, 
dairy products, flour, and grain already free under the treaty was 
likewise repealed. Many specific duties were substituted for the 
ad valorem and compound duties of 1849 1853. This act 

began the practice of charging a graded ..set of duties on a single 
commodity — ^in this case, wines — the higher duty to apply to the 
more expensive varieties of the product. 

In the following year there was perceptible rise in tariff rates 
(19 Viet., c. 10, Provincial). Purely specific duties were raised 
on whiskey (7)4t^. a gallon), tea (2)4dt. a pound), and spirits 
(45. a gallon). The general list, dutiable since 1849 at 12 J2 per 
cent, was increased to 15 per cent, the rate of the imperial tariff 
of thirty years before. Refined sugar was raised from 125. to 14^. 
a hundredweight, and the duty on raw sugar was raised only from 
6 s. 6 d. to tsM. a hundredweight, thus widening the domestic in- 
dustry’s margin of protection. British refiners continued their 
protests, but the British government finally waived its objections 

“P.A.C., Series G, vol. i49> P- 57 . Circular, August ii, 1835. 

“P.A.C., Series G, vol. 151, p. 112, Labouchere to Head. July 15, 1836. 

“P.A.C., Series G, vol. 148, pp. 130-131, RusseE to Head, May 23, 1833. 
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to the act.®^ Duties at the $ per cent level were imposed on cer- 
tain types of iron and steel, paper, and some manufactured wood 
products. The act of 1856 continued the practice of charging a 
graded set of duties on wines. This differentiation of rates was 
carried further in 1856 and 1859. 

The stability of the trend in tariff rates is remarkable in view 
of the chaotic state of politics during this period. After the defeat 
of the great Baldwin-Lafontaine ministry in September 1854 no 
combination of ministers was long able to maintain the confidence 
of the multi-party Assembly. The Conservatives MacNab and 
Morin, MacNab and Tache, Tache and John A. Macdonald, John 
A. Macdonald and Cartier, and the Radicals Brown and Dorion 
held office in succession. Finally in August of 1858 Macdonald 
and Cartier returned to form a ministry that was to remain in 
power for nearly a full four years. In charge of the financial af- 
fairs of the colony were William Cayley and later Alexander T. 
Galt, the architects of Canada’s first tariff broad enough in range 
to merit the term protective. 

The Cayley tariff of 1858 (21 Viet., c. 2, Provincial) and the 
Galt tariff of the following year (22 Viet., c. 2, Provincial) raised 
Canadian duties to the highest level they were to reach prior to 
1879. Under the former, duties on manufactured or processed 
goods were increased to a much greater extent than on raw mate- 
rials. Roasted coffee was dutiable at 4^ and green coffee at a 
pound. Tobacco valued at over 40^ a pound had a specific duty of 
10^, and that valued at 20^ a pound had a duty of 5^, while 
cigars were charged 80^ a pound. The general list entered at 15 
per cent ad valorem as in 1856. Elaboration of the various listings 
under the Cayley tariff is unnecessary as the entire schedule of 
duties was overhauled the following year. Sufficient to say that, 
in 1858, broad classes of commodities were grouped under head- 
ings of 5, 20, and 25 per cent; the last levied on products manu- 
factured from leather, such as boots, shoes, and harness. The 
free list included articles covered, in the main, by the Reciprocity 

®*P.A.C.5 Series G, V9I. igi, p. 9, Labouchere to Head, June 9, 1856, and vol, 
153? P- 96, Labouchere to Head, January 30, 1857. 
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Treaty. In the statute there appeared a provision for the refund 
of all or part of any duties collected on goods used in the prepara- 
tion of Canadian exports, the amount to be determined by deci- 
sion of the governor in council. 

Galt himself, tracing the trend in tariffs up to 1859, declared 
that from 1841 to 1848 the average ad valorem rate of duty on all 
imports was about 1034 per cent and the free goods only 234 per 
cent of all imports. Between 1849 and 1854 the duty was about 
13K cent and free goods 7 per cent. Between 1855 and 1858 
the duty was 10^ per cent while the free goods jumped to 29 per 
cent because of reciprocity. For 1858, under the Cayley tariff, the 
average duty was 1234 per cent and the free goods amounted to 
29 per cent of the total.®® (See Table 2.) In debate on the tariff 
of 1859 the expanded free list was Macdonald’s defense for higher 
duties. 

An impression of the level of the tariff in Canada after the Galt 
tariff of 1859 went into operation may be obtained from Table 3. 
The change from the use of the English to the decimal currency 
system and also the complete adoption of ad valorem duties (ex- 
cept for whiskey which continued to have a specific duty of 18^ 
per gallon) make a comparison with former duties difficult. The 
general tariff was now 20 in place of the Cayley 15 per cent, and 
this 5 per cent increase was typical throughout the range of manu- 
factures. The new 10 per cent bracket included yarns, jewelry, 
and cement, in addition to metals and partially manufactured 
goods which traditionally had been in the lowest (234 per cent) 
bracket. The 25 per cent list now applied to clothing and wearing 
apparel as well as leather manufactures, and most of the revenue 
duties on roasted coffee, spices, and the like were now 30 per cent. 
Refined sugar was dutiable on a declining scale from 40 per cent 
in May 1859 to 15 per cent by July 1862, and tea and green cof- 
fee from IS per cent to 5 per cent over the same period. Taxes on 
liquors (100 per cent) and cigars (40 per cent) were expected 
to assist in meeting the deficits of the Macdon^d-Cartier adminis- 

® Alexander T. Galt, Canada, i84g-x8sg (Quebec: Canada Gazette OfBce, i860), 
pp. 32“33- 
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tration, the deficit for 1858 amounting to £500,000. The level of 
the tariff after the Galt tariff was adopted may be gauged from 
Table 3. 

Three questions arose out of the enactment of these higher 
duties in 1858 and 1859: first, that of motivation; second, the re- 

TABLE 2 


Average Ad Valorem Rates oe Dutst, 1841-1859® 


Year 

Imports 

(£1,000) 

Per Cent oe 
Imports Free 

Average Ad Valorem 
Rate oe Duty 
% on Dutiable % on Total 
Imports Imports 

1841 

■ . 2,694 

5-4 

8.9 

84 

1842 

2,589 

3-3 

II. I 

10.8 

1843 

2,421 

0.6 

10. 1 

lO.O 

1844 

4,331 

1.9 

10.4 

10.2 

1845 

4,191 

1.4 

10.9 

10.7 

1846 

— 4,516 

1.4 

9-5 

9-3 

1847 

3,610 

2.1 

II. 7 

ii-S 

1848 

3,191 

2.9 

10.8 

lo.s 

1849 

3,003 

9.0 

16.3 

14.8 

1850 

4,246 

6.9 

iS-6 

I 4 -S 

1851 

5,359 

7-9 

14.9 

13-8 

1852 

5,072 

5.8 

iS -5 

14.6 

1853 

7,995 

5.6 

13 6 

12.9 

1854 

10,132 

6.9 

13-0 

12. 1 

1855 

. . . . 9,022 

28.8 

13-7 

9.8 

1856 

. . . . 10,896 

27*5 

14.2 

10.3 

1857 

9,658 

31-5 

14.5 

lO.O 

1858 

— 7,269 

28.7 

16.3 

II. 6 

1859 to Sept. 30th 

• • • 6,574 

29,1 

19.1 

I3-S 


* Source: Report of Inspector General’s Ofi&ce. Quebec 22nd Oct. 1859. Quoted in Buchanan, In- 
dustry of Canada, p. 337. 


action of Great Britain or specifically of her manufacturers; and 
last the effect on official opinion in the United States and thus on 
the future of the Reciprocity Treaty. 

Was protection the only motive for the tariff increases of 1858 
and 1859? Not according to statements of responsible officials in 
the government. In 1857 a committee of the Canadian legisla- 
ture advocated protective principles for Canada, but Cayley, in 
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his budget speech of 1858, did not openly avow protection, rather 
he stressed the need for revenue to service debts incurred for pub- 
lic works, partly as advances to municipalities which were already 
beginning to default.^® Revenue needs were grave, for Canada 
had been obliged to borrow £850,000 in 1857. Though Cayley 
thought Canada had escaped the worst consequences of the de- 
pression of 1857, he noted the marked decline in imports after the 
first quarter of that year. By increasing the excise on whiskey, 


TABLE 3 

Value oe Canadian Imports and Duties Collected Thereon, 
Nine Months to September 30, 1859^ 


Value Figures in $1,000 



Value 

OF Imports 

Duty 

Collected 

Rate of Duty 

Amount 

% of Total 

Amount 

Duty Collected 

5 and 10% 

1,680 

6.4 

161 

4.5 

IS% 

1^723 

6,6 

258 

7.3 

20% 

10,785 

41..0 

2,157 

60.7 

25% 

Tea, sugar and molasses (spe- 

217 

.8 

54 

1-5 

cific and over 25%) 

3,143 

12.0 

579 

16.3 

Other articles 

1,087 

4.1 

346 

9*7 

Free goods 

7,662 

29,1 



Total 

26,297 

100,0 

3,555 

100.0 


* Source: Inspector General's Office. See Buchanan, Industry of Canada, p. 338. 


he anticipated a substantial increase in revenue. But he did not 
expect any material overall increase in revenue from the tariff 
adjustments. Instead, he said the free list would be lengthened to 
aid domestic manufacturers and “the encouragement of commerce 
and the incidental protection of manufacturers” would be the ob- 
jectives.®’^ In Canada there was little organized opposition to 
higher duties in 1858 and 1859. Although each year the multi- 

^Sessional Papers of the Legislative Assembly of the Province of Canada, iSsh 
App. No. 47. 

Montreal Herald and Daily Commercial Gazette, June 22, 1858. 
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party opposition — ^led by George Brown, Dorion, and others — 
moved for retrenchment in spending rather than increased duties, 
it achieved nothing.®® Indeed in 1858 a committee of the Legisla- 
ture had gone on record in favour not only of complete free trade 
with British North America but also for reciprocity with the 
United States in manufactures, shipping, and the coasting trade.®® 

Business was alive, however, to the interrelationship between 
prosperity and government-supported spending on public works. 
It was thought that the completion of such a venture as the Grand 
Trunk was vital and that if government support for municipal and 
railway loans was needed it should be forthcoming. Furthermore, 
there was organized pressure for protection. Protectionist senti- 
ment in the 1840’s has already been mentioned. As early as 1852 
a convention of boards of trade in Montreal favoured protec- 
tion.^® By that time, Hincks himself was opposed to free trade 
even with British North America.^^ In 1858 an “Association for 
the Promotion of Canadian Industry” was organized in Toronto. 
The moving spirit in this society was Isaac Buchanan, long a critic 
alike of free trade and “sound currency.” The depression of 
1857-58 lent support to Buchanan’s arguments, as the burden of 
debt became increasingly heavy. The Association dwelt on the 
infant industry argument but denied any intention of urging pro- 
tection for industries not adapted to Canada. In this they were 
following the same line as contemporary American protection- 
ists, such as Horace Greeley and Henry C. Carey. Canadian pro- 
tectionists, including the Tariff Reform Association of Montreal, 
met at Toronto on April 14, 1858 in the St. Lawrence Hall Con- 
vention and passed a series of protectionist resolutions.^^ These 
advocated free admission or very low duties on raw materials, 

^Journals of Legislative Assembly of Canada, 1858, p. 898; and 1859, p. 245. 

^Sessional Papers, vol. 20, 1862, pt. 4, No. 23, unpaged (Galt on Reciprocity). 

Journals of Legislative Assembly of Canada, 1852-1853, p. 136. 

^See next chapter, p. 118. 

^This meeting led to a complaint by the mayor of Sheffield, supported by the 
Colonial Secretary, Stanley, who hoped that the imposition of such a heavy rate of 
duty (25 per cent) on wood, iron, tin, etc., could be prevented* (P.A.C., Series G, 
vol. 157, p. 227, Stanley to Head, May 25, 1858,) 
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partially processed goods, and products not grown in Canada, 
such as tea and coffee. Merchandise of a luxury character not 
likely to be produced in Canada was to be taxed 15 or 20 per 
cent, but manufactures competing with Canadian industries were 
to be charged 2 5 per cent. The Convention presented to the gov- 
ernment a resolution declaring that the low tariff was preventing 
the development of the natural resources of the colony as well as 
injuring Canada as a field for immigration.^® 

The tariff of 1859 met these recommendations only in part. 
Partially processed goods such as tubing and pipe were taxed 10 
per cent instead of 2^4 per cent as the protectionists wished. 
Tropical products were very heavily taxed; yarns and textiles 
were both charged 10 per cent, instead of the desired 20 per cent 
which was to apply to textiles alone; clothing was charged 25 per 
cent — the rate urged had been 30. Thirty per cent was also levied 
on manufactures of leather, long a highly taxed article. In other 
words, while some of the rates were undoubtedly high enough to' 
be protective, Canada was still imposing its highest duties on rev- 
enue items such as liquors, tobacco, coffee, and spices rather than 
on manufactured articles. 

It seems fair to accept Galt’s insistence in 1859 that protection 
was only an incidental motive in the higher duties of that year.^^ 
Originally a protectionist, Galt leaned toward free trade in 1859 
because of the British example.^® Practically speaking, he had to 
raise some revenue on manufactured articles because duties on 
articles of general consumption in excess of United States duties 
would only encourage smuggling. ' 

Galt described his course frankly, 

The policy of the present Government in readjusting the tariff has 
been, in the first place, to obtain sufficient revenue for the public wants; 
and, secondly, to do so in such a manner as would most fairly distribute 

“ Buchanan, Industry of Canada, pp. 486-489. 

“ A. T. Galt, Report on Reciprocity Treaty, 1862, Sessional Papers, vol. 20, 1S62, 
pt. 4, No. 23, unpaged. 

“O. D. Skelton, Life and Times of Sir Alexander Tilloch Galt (Toronto: Oxford 
University Press, 1920), p. 27r. 
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the additional burthens upon the different classes of the commu- 
nity. . . . 

But, he added: 

... it will undoubtedly be a subject of gratification to the Government 
if they find that the duties absolutely required to meet their engage- 
ments should incidentally benefit and encourage production, in the 
country, of many of those articles which we now import.^® 

When Galt had to defend the act against British criticism, he 
stressed the fiscal need of the colony and the unproductiveness of 
direct taxation as an alternative to the customs : 

In Great Britain it may be possible to adjust the taxation so as to 
make realized property contribute more than it now does to the wants 
of the State; but in a country like Canada no such resource exists, and 
it would be perfectly hopeless to attempt to raise the required revenue 
by direct taxation — we neither possess the required machinery to do it, 
nor are the people satisfied that it is the more correct principle.^'^ 

In his lengthy and at times heated correspondence with the Colo- 
nial Office, Galt pointed to the large investments of British capital 
in government guaranteed railways and municipal undertakings. 
The solvency of such enterprises and investments could be as- 
sured only by a higher tariff and more revenue. Galt maintained 
that the successful completion of government financed and guar- 
anteed public works, such as canals, roads, and railroads, would 
help both Canadian consumer and British manufacturer. Duties 
that were spent to reduce transportation costs were unmistakable 
benefits as they cheapened and increased imports and raised the 
prices Canadians received for their exports to Britain.^^ 

... if by an increase of five per cent on the duty a reduction of ten 
per cent on the other charges (transportation and handling costs) were 

^ Galt, Canada f iS4g-~x8sg, p. 33. 

Galt, Canada, 1840-18 sg, p. 39. 

^ Galt, Budget Speech of 1862, pp. 11-12. 
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produced, the benefit would accrue equally to the British manufacturer 
and the (Canadian) consumer, . . 

In his support of the 1859 tariff, John A. Macdonald mentioned 
the protective motive, admitting that duties had been raised on 
manufactures that could be produced in Canada. He held, how- 
ever, that the extension of the free list (resulting from the Reci- 
procity Treaty) had removed from the shoulders of the taxpayers 
more than the tariffs of 1858 and 1859 had imposed.®® The pro- 
portion of free to total imports had indeed increased in 1855 by 
22 per cent. But the average ad valorem rate of duty on all im- 
ports (ratio of duty collected to total imports) fell little more than 
2 per cent and in 1859 had practically regained its pre-reciprocity 
level. The rate of duty on dutiable imports reached 19 per cent 
in 1859 compared with 13 per cent in 1854. (See Table 2.) 

After 1859 war taxation in the United States gave Galt the op- 
portunity to propose changes in the tariff to make it more clearly 
a revenue measure. With mounting tariffs and excises in the 
United States, Canada could tax spirits, tobacco, and tropical 
products more heavily without danger of excessive smuggling and 
lower the rates on manufactured goods. Galt had found that the 
increase in rates in 1859 had brought a decrease in consumption. 
Furthermore, he thought that lower duties on manufactures would 
soothe American and British objections to Canadian policies and 
would also attract immigrants.®^ The fall of the ministry pre- 
vented Galt’s whole plan from being carried out; the duties on 
tea, coffee, sugar, and whiskey were raised in 1862 ; but those on 
manufactured goods were not lowered. Thus the 1859 level of 
protection remained unchanged (25 Viet. c. 4). 

As we have already seen, the British government was not yet 
satisfied to adopt a “laissez-faire” attitude toward the apparent 
endorsement by a colony of those principles of commercial policy 

Galt, Report on Reciprocity Treaty, Sessional Papers, 1862. 

Joseph Pope, Memoirs of Sir John A. Macdonald, 2 vols. (Ottawa: J. Durie 
and Son, 1894), I, 208-209. 

Skelton, Galt, pp. 275-277. 
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upon which the United Kingdom had turned its back a dozen 
years before. In this case, British opposition was ostensibly 
founded chiefly on the grounds of economic principle. The Shef- 
field Chamber of Commerce, which had been stirred to protest by 
the St. Lawrence Hall Convention, was deeply moved by the Galt 
tariff of 1859. Pointing out that numerous hardware plants had 
sprung up in Canada under the rising tariffs, they called upon the 
imperial government to discountenance “a system condemned by 
reason and experience, directly contrary to the policy solemnly 
adopted by the Mother Country, and calculated to breed disunion 
and distrust between Great Britain and her Colonies.” Manu- 
facturers of Sheffield held that the contiguity of the American 
producer to the Canadian market gave him a natural preference 
of I 2}4 per cent (an estimate doubted by Galt). In addition, 
they held, the inefficiency of Canadian customs collections along 
the American frontier opened the door to contraband and thus 
gave the Americans great added advantages. In transmitting the 
Sheffield Memorial, Colonial Secretary Newcastle expressed his 
agreement with it. Though he decided that he had no other course 
than to recommend the Queen’s assent to the 1859 tariff, he re- 
gretted that the experience of England with protection and the 
benefits of free trade should be lost sight of in Canada.®® To an- 
swer these complaints, Galt used the fiscal and economic argu- 
ments described above. But he also took issue with Newcastle on 
constitutional grounds. He replied: 

. . . the Government of Canada, acting for its legislature and its peo- 
ple, cannot through those feelings of deference which they owe to the 
Imperial authorities in any manner waive or diminish the right of the 
people of Canada to decide for themselves both as to the mode and the 
extent to which taxation shall be imposed. . . . Self-government would 
be utterly annihilated if the views of the Imperial Government were 
to be preferred to those of the people of Canada. It is therefore the 
duty of the present Government distinctly to affirm the right of the 

^Sessional Papers, vol i8, i860, pt. 4, No. 38, p. 2. 

“P.A.C., Series G, vol. 160, p. 328, Newcastle to Head, August 13,, 1859. 
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Canadian legislature to adjust the taxation of the people in the way 
they deem best, even if it should unfortunately happen to meet the 
disapproval of the Imperial Ministry. Her Majesty cannot be advised 
to disallow such acts, unless her advisers are prepared to assume the 
administration of the affairs of the Colony, irrespective of the views of 
its inhabitants.®^ 

In a more imperialistic era, this might have been near treason, but 
imperialism was at low tide in i860. Galt’s declaration of fiscal 
independence was accepted without comment, and his revolution 
was a bloodless one. 

After British manufacturers and merchants realized that their 
protests about Canadian duties would go unheeded, they began 
to protest to their government over the high costs of administering 
the government of Canada and defending that “thankless” 
colony.®® 

This annual drain (of colonial charges upon imperial exchequer) is 
fully 16 per cent beyond any rate of profit to traders and those who 
supposedly benefited by this expense.®® 

British manufacturers in 1862, like colonial merchants in 1849, 
saw little good in an imperial connection that did not result in 
pecuniary advantage to themselves. 

Of more serious current concern to Canadians, however, was 
the fact that Americans were now seeing little value in reciprocity, 
especially reciprocity accompanied by rising Canadian tariffs on 
manufactured goods. Comparison of duties in the two countries 
shows that at the inception of reciprocity in 1854 the Canadian 
tariff was still by and large at revenue levels while the United 
States had advanced well on the road to protection. Canada taxed 
few manufactured goods at more than 12 per cent while similar 


Sessional Papers^ vol. i8, i860, pt. 4, No. 38, p. 4. 

^ Great Britain defrayed none of the costs of customs administration after 1854 
(P.A.C., Series G, vol. 146, p. G. Grey to Elgin, July 22, 1854). 

^ P.A.C., Series G, vol. 167, p. 153, Newcastle to Monck, March 29, 1862. 
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goods paid 20 per cent or more on entering the United States.^'^ 
What protection there was in the Canadian schedules was agri- 
cultural rather than industrial. Canada taxed non-competing im- 
ports, tea, coffee, and molasses, with substantial duties. These 
goods, for the most part, came into the United States free. Can- 
ada consumed imports of $20 per capita annually as compared 
with $12 per head for the proportionally more wealthy United 
States. 

As for the division of trade, exports from Canada to the United 
States in 1854 amounted to £2,604,000. This was about equal to 
shipments to Britain. On the import side, however, Britain with 
£5,741,000 of shipments to Canada, was ahead of the United 
States by some £1,858,000. Trade across the border, however, was 
on the increase even before 1854, for imports had risen from 
£1,243,000 in 1849 to £3,883,000 in 1854, and exports from 
£857,000 to £2,604,000.®® 

A proper appraisal of the importance of the Reciprocity Treaty 
is complicated by many non-economic factors as well as by the 
normal growth of trade between two rapidly growing countries. 
Railway construction in both countries, new capital investment, 
and, in the period after 1861, the Civil War in the United States 
are complicating factors. However, the initial stimulus to Cana- 
dian- American trade at the inception of reciprocity in 1854 can- 
not be denied. Canadian exports to the United States amounted 
to $16,737,000 in 1855, an increase of about 33 1/3 per cent over 
the previous year. United States exports to Canada increased in 
only slightly less proportion than her imports, amounting to 
$20,829,000 in 1855, about five-ninths of the total Canadian im- 
ports for that year. During the remainder of the reciprocity 
period, however, while Canadian exports to the United States 
increased slowly, imports from the British Empire increased more 

Journals of Legislative Assembly of Canada, 1854-1855, App. No. 14, App. 
D.D.D.D., unpaged. 

^Journals of Legislative Assembly of Canada, 1854-1855, App. D,D.D.D., Table 
No. r. 
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rapidly than from the Republic, which barely held its 1855 posi- 
tion on the Canadian market. 

As Dr. Masters has shown, perhaps the principal cause of Amer- 
ican discontent with the Reciprocity Treaty was its failure to 
continue to increase Canada’s demand for manufactured goods.®® 
The principal articles imported by Canada from the south were 
agricultural and raw products which were very similar to Canada’s 
exports. In other words, the trade was one of convenience, reduc- 
ing the long hauls and high transportation costs that would have 
been entailed if each country had not been able to trade with 
neighbouring centres in the other. Wheat grown in Canada West 
was carried into the United States, converted into flour, and re- 
shipped to the Maritimes. Coal went from those colonies to the 
eastern seaboard of the United States, and coal from south of the 
Lakes was in turn imported by Canada. The depression of 1857 
also lessened the profitability of the Canadian market to United 
States exports. The Cayley and Galt tariffs must also have had 
some effect since Isaac Buchanan declared they had called into 
existence over a thousand tanneries.®® Certainly the export of 
United States manufactures declined steadily after 1859, and dis- 
satisfaction with the treaty increased.®^ Irritation mounted to 
such a degree that the British minister would have advised stifling 
it by adding certain manufactured goods to the free list had 
Canadian fiscal needs permitted.®® 

From i860 onward various governmental agencies of the 
United States began pouring out reports more or less hostile to 
reciprocity. Israel Hatch, a special investigator for the United 
States Treasury, made a report to Congress that was strongly 
averse. Complaining that the costs of customs collection along 
the northern border outstripped the revenue. Hatch contrasted the 
situation on the other side of the line, for while the United States 

“Masters, Reciprocity Treaty, p. 204. 

“ Buchanan, Industry of Canada, p. 13. 

^ House Executive Documents, No. 39, 38th Cong., ist sess., August i, 1864. 

“P.A.C., Series G, vol. 165, p. 4, Lyons to Russell, November s, i860. 
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collected duties on about $100,000 of Canadian products in 1858, 
Canada collected duties on $4,524,503 of American exports.®® In 
a report intended as a rejoinder, James W. Taylor urged a 
Canadian-American Zollverein.^* Both points of view were re- 
iterated in the years that followed. In 1864 a report from the 
Committee on Commerce of the House of Representatives fa- 
voured abrogation, complaining of the Canadian tariff and charg- 
ing that Canada had discriminated against the United States in 
canal tolls and by levying duties according to the place of last 
purchase instead of country of origin.®® 

The immediate reasons for the abrogation of the treaty in 1865 
have been exhaustively treated elsewhere. It is sufficient to point 
here to the rising protectionist sentiment in the United States 
culminating in the Morrill Tariff of 1861, the above-mentioned 
disappointment over exports of manufactures to Canada, and 
charges of bad faith after the Cayley and Galt tariffs were 
adopted. The Civil War, with its diversion of resources and in- 
flatiom of currency, made it increasingly difficult for the United 
States to export to Canada. In the last years of the war the 
United States could not export much gold and hence its opposi- 
tion to the treaty increased.®® In fact Canadian balances ac- 
cumulated in the United States after 1863 were said to have been 
invested in United States bonds to the amount of $50,000,000.®^ 
Perhaps most important was American bitterness at Britain’s 
pro-Southern attitude during the Civil War, especially at the Ala- 
bama incident involving the building of a Confederate sea raider 
in a British port which subsequently took a severe toll of Union 

“Senate Executive Documents, No. 80, dad Cong., ist sess., pt. i (Vol. XIII), 
P- 637. 

’^Senate Exec. Doc., No. 80, 62d Coiig., ist sess., pt. i (Vol. XIII), pp. 670-671. 
A Zollverein was advocated by Isaac Buchanan but condemned by Galt (Buchanan, 
Industry of Canada, p. 20, and Galt, Report on Reciprocity Treaty, Sessional Pa- 
pers). 

“Galt had admitted that this change in method of levying duties had been to 
encourage direct trade (Galt, Report on Reciprocity Treaty, Sessional Papers) . 

“Derby Report, 1867, Senate Exec. Docs., No. 30, p. 11, sgth Cong., 2d sess. 

“ Taylor Report, 1866, House Exec. Docs., No. 128, p. 6, 39th Cong., 1st sess. 
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shipping.®® The offspring is often held responsible for the mother’s 
shortcomings in international as well as socio-domestic relations. 
In any case, the best Canadian and British efforts could not save 
reciprocity from an indignant Congress. The treaty was de- 
nounced on March 17, 1865, so that it might expire a year later. 

The dislocation of trade to be expected from abrogation led 
the British government, which had previously taken the attitude 
that the colonies had no right to interfere in treaty negotiations 
affecting them, to take the unprecedented step of suggesting an 
interprovincial council to give the imperial authorities an opinion 
on the negotiation of commercial treaties.®® The council, presided 
over by the governor-general, convened at Quebec and voted for 
the renewal of the Reciprocity Treaty in its existing form dr with 
reasonable modifications.'^® It also asked that Canadian repre- 
sentatives be sent to Washington to confer with the British min- 
ister on trade matters. The result was that Galt, Howland, and 
representatives of Nova Scotia and New Brunswick conferred not 
only with the British minister. Sir Frederick Bruce, Elgin’s 
brother, but with Congressional leaders. The Canadian govern- 
ment would probably have agreed to extending reciprocal free 
trade to many manufactured goods, including agricultural machin- 
ery and tools, in 1865, if the treaty could have been saved. Its 
earlier reluctance (in 1861) to agree to such an extension had 
increased American dissatisfaction with the measure.'’^^ 

It is .well to examine the economic life of the province when 
something resembling a modern tariff was first placed on the 
statute books. The specialization characteristic of new countries 
was still evident in Canada’s foreign trade and domestic produc- 
tion in the i8so’s.^® In agriculture, wheat was preeminent to 

Masters, Reciprocity Treaty, pp. 121-147, especially p. 133. 

Masters, Reciprocity Treaty, p. 236 citing Series E, Proceedings in Council of 
the Canadian Executive, Jan-Dec. 1865, Cardwell to Monck, July 22, 1865, en- 
closure. 

This same council also voted for reciprocity negotiations with the British and 
Spanish West Indies, Brazil, and Mexico. 'See next chapter. 

“^Masters, Reciprocity Treaty, p. 172. 

Shortt and Doughty, Canada and Its Provinces, V, 247-249. 
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such an extent that quantities of fruit, vegetables, and dairy 
products had to come in from the south. With reciprocity, impor- 
tant imports from the Republic such as rough grains, meat, flour, 
and livestock, were also produced at home, and coal, fish, and 
oils were being exported from the Maritime colonies to New Eng- 
land even as similar products reached Canada from Pennsylvania 
and the middle Atlantic states. Transportation facilities north 
and south across the border were usually superior to internal 
trading facilities so that isolated communities in Canada West 
were best served from the United States. 

No longer did Britain even nominally attempt to monopolize 
the market for manufactures and tropical products. Tobacco, 
miscellaneous groceries, boots, shoes, leather goods, and furniture, 
as well as the non-indigenous sugar, molasses, coffee, and tea 
crossed the border in quantity. Under the pre-1846 tariff of 
per cent plus discriminating imperial preferences, British trade 
with Canada was growing three times as rapidly as American 
trade. But, after the change in commercial policy ending the pref- 
erence, the British had been losing out and in 1850-1855 the rela- 
tive increase was three to one in favour of the Americans. In 
iron and hardware one-third of Canada’s imports by 1855 were 
of American origin. In clothing, cottons, woolens, and silks, as 
well as high-grade iron, hardware, glassware, and pottery, how- 
ever, the mother country retained her supremacy during the rec- 
iprocity period. 

Native Canadian industries were just beginning to emerge as 
genuine manufacturing enterprises by i860. On the whole, up to 
Confederation, the industrial community, except at Toronto, 
Montreal, and Hamilton, was decentralized and insecurely rooted 
in many small towns and villages scattered throughout the eastern 
townships, the Lake Ontario region, and the Niagara peninsula.^* 
Agriculture and lumbering furnished raw materials for flour mills, 

™ Journals of Legislative Assembly of Canada, 1850-1856, Appendices, Trade and 
Navigation Returns. 

B. Skelton, ‘‘General Economic History of the Dominion,” 1867-1912, re- 
printed from Shortt and Doughty, Canada and Its Provinces, IX, 107-109. 
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tanneries, cheese factories, a few furniture factories, and saw 
mills. In turn, flour mills, boot and shoe shops, implement and 
tool forges, found their markets in the local agricultural com- 
munity or at least within fifty miles of point of production. Lack- 
ing water transport, and without railways till the completion of 
the Grand Trunk in 1859, inland districts relied especially on local 
industry. As Galt commented in 1862, transportation charges 
rather than tariffs afforded most of the protection enjoyed by 
local industry.’’’® A brief review of such representative industries 
as iron and steel, farm machinery production, and textile manu- 
facture may be of interest. 

Apart from the venerable forges on the St. Maurice at Three 
Rivers, dating back to the French regime, and sporadic attempts 
at working the bog ore of Norfolk and Leeds counties in Ontario, 
little is heard of a Canadian iron industry before Confederation. 
In the 1830’s some iron was produced near Lake Erie and deliv- 
eries were made to Toronto and Hamilton and later to Buffalo 
and Pittsburgh in the United States. Some manufacture of bar 
iron was attempted at Marmora, Ontario in the i8so’s, but meth- 
ods were too antiquated and production too small in scale to be 
successful. 'While prices held up to the $36 a ton level and the 
supply of rich bog ore was maintained, small-scale enterprises 
supplying forges, implement shops, and stove works could oper- 
ate.^® But the available raw material furnished no basis for a 
permanent industry. Pig iron was free under reciprocity, but 
duties on partially fabricated sheets and tubes reached 10 per 
cent in 1859. The influence of the tariff at this stage was negli- 
gible. Foundries and rolling mills arose in the i86o’s with the 
development of railroads.’^’^ Sixteen metal shops and factories in 
Montreal were listed in 1864.’^® 

Galt, Report on Reciprocity. 

J. A. Donald, Canadian Iron and Steel Industry (Boston and New York: 
Houghton, Mifflin, 1915)5 PP* 49~S2- 

Innis and Lower, Select Documents, p. 593. 

Montreal Gazette, July 20, 22, 1864, quoted in D. G. Creighton, “British North 
America at Confederation,” App. 2 to Royal Commission, Report on Dominion- 
Provincial Relations (Ottawa: King’s Printer, 1940), p. 19. 
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Farm machinery gained an early foothold in the small towns of 
Canada West. Local peculiarities of demand and the need for 
making repairs on the. spot lent encouragement. Rapid advances 
made in the United States were copied in Canada. The small 
family enterprise usually produced a diverse list of household as 
well as outdoor tools and implements.’^® In the census of 1851 
there was only one plant in Canada recorded as exclusively in the 
implement business, although by 1850 the modern firms of Frost 
and Wood (1839) and Massey-Harris (Massey 1843, Harris 
1846) as well as others long since disappeared had started op- 
erations. Machines of American origin, such as the “Ketchum” 
mower, the “Burrell” reaper, and the “Nanny” combined reaper 
and mower were manufactured in Canada in the iSso’s; and by 
the i86o’s “so great has the supply become from our home manu- 
facturers that an American made machine is now as great a rarity 
as a Canadian one was a few years ago.” In contrast to later- 
day automobile manufacturers, McCormick, Deere, and their 
contemporaries in the United States did not bring their inven- 
tions to Canada. Indigenous Canadian enterprises rather than 
branch plants characterized this industry up to 1900. 

In view of the hard times in Canadian agriculture in the 1840’s 
it may be surmised that the legislature needed revenue in 1847 
when it provided a 10 per cent duty on machines for farm pur- 
poses, with the exception of threshing machines and fanning mills 
which bore i 2 j 4 per cent. The general list of farm machinery 
was raised to 12^ per cent in 1849 and to 20 per cent ten years 
later. “Incidental” protection must surely have been provided 
by these duties, but it is not clear that the pioneers in the industry 
began operations on that account. Risks of initial investment 
were not enough to require tariff protection. The small shop set 
up more as blacksmithy than as factory either gradually de- 
veloped into the modern plant by the ploughing back of business 

* For example, Consitt’s Agricultural Works in Guelph made fanning mills, lawn 
mowers, ploughs, etc. (Innis and Lower, Select Documents, p. 595). 

L. Jones, Bistory of Agriculture in the Province of Canada, p, 163, cited in 
Creighton, “British North America at Confederation,’^ p. 19. 
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profits or rapidly fell by the wayside. Even in the United States 
farm machinery remained a small-scale enterprise serving prin- 
cipally a local market until well towards i860. 

Three cotton spinning mills were established in Canada between 
1844 and i860. Gray piece goods, sheetings, denims, and cotton 
batting were produced. Fire, a constant hazard, destroyed the 
earliest mills at Sherbrooke and Thorold.®^ The Civil War in- 
jured the cotton industry in the northern states and set the stage 
for the opening of three new mills in Canada and one in St. John, 
New Brunswick, the oldest existing cotton mill in the Dominion. 
Several woolen mills had their start in the cotton famine of the 
Civil War though some date as far back as the 1840’s.®^ Canada 
West was reputed to have 91 and Canada East 31 woolen mills in 
1867.®® 

During the period of reciprocity Canada supplied the United 
States with combing wool needed in the manufacture of worsteds,®^ 
but as the Canadian industry grew it too was based more and 
more on imports of raw wool.®® The power knitting industry 
dates from 1858 at Ancaster, Ontario.®® War in the United States, 
cutting off supplies of cotton, was perhaps more important to the 
woolens industry than the 5 to 7J2 per cent increase in textile 
duties in 1859. Great Britain, in any case, controlled the market 
in all better grades of textile products till long after Confederation. 

By the end of reciprocity Canada’s exports were becoming 
diversified. Agriculture had very largely made the transition 
from the self-sufficient to the commercial farm with a consequent 
impetus to manufacturing. Agricultural and extractive enter- 
prises were still most important on the industrial scene, but con- 

^ Report of Royal Commission on the Textile Industry (Ottawa: King’s Printer, 

1938). P- 32 - 

Report of Royal Commission on the Textile Industry, p. 32. 

J. Patterson, Statements Relating to Trade, Navigation, Mining, of the 
Dominion of Canada (Montreal, 1867)1 PP- 61—62, quoted in Creighton, ‘‘British 
North America at Confederation,” p. 19- 

^ Frank M. Taussig, Tarrig History of the United Spates (New York: G. P. 
Putnam’s, 1931), p. 2i3n. 

^Innis and Lower, Select Documents, p. 607* 

^Report of Royal Commission on Textile Industry, p. 45. 



92 COMMERCIAL POLICY IN CANADIAN ECONOMY 

sumer goods industries were growing. Though the use of power- 
driven machinery was increasing, heavy industry had hardly 
begun. In all this development, the influence of tariff policy was 
small except in two respects — reciprocity stimulated the produc- 
tion of other cash crops besides wheat, and incidental protection 
afforded a little advantage to a few industries or firms. 

The major economic events of the period reviewed in this chap- 
ter may all be related to a growing sense of political responsibility 
and a striving for economic expansion and unity. The “blow” 
of 1846 that began the soon-to-be-completed process of eliminat- 
ing the colony’s preferred trading position in Great Britain was 
for a time followed by frustration and depression. During the 
next two decades, however, responsible government was won, and 
a British-negotiated but nonetheless strictly North American 
trading arrangement was made with the United States. Further- 
more, reciprocal free trade was established with the seaboard 
colonies and, most important for our discussion, a tariff was de- 
veloped based on Canadian revenue needs and responsive only to 
the pressures imposed by Canadian economic interests. 



CHAPTER V 


THE MARITIMES AND CONFEDERATION 

The Confederation of 1867 was a union between a small agri- 
cultural and industrial economy located on rail and water com- 
munications with the interior of the continent and a maritime 
outpost with its economic interest turned towards foreign com- 
merce, lumbering, and fishing. As central Canada’s industrial 
development was beginning, Nova Scotia specialized in a de- 
clining ship-building industry, fishing, and foreign trade and im- 
ported a large portion of her food. New Brunswick depended to 
a great extent on her forests, while Prince Edward Island was a 
food exporter. Though the tariffs of all three were lower than 
the Cayley-Galt tariff in Canada, their historical devotion to free 
trade has been much exaggerated. With the exception of Prince 
Edward Island, “incidental protection” was not absent from the 
tariff history of the colonies by the sea. 

Before the American Revolution Nova Scotia tried to convert 
that mainstay of colonial revenues, the liquor duty, into a protec- 
tive device. Later both Nova Scotia and New Brunswick at- 
tempted to foster their trade with the West Indies by tariff 
favours. While the Maritime colonies were too dependent upon 
the outside world to prohibit import trade, they sought to profit 
by all the intricacies of British commercial policy which might 
give them a privileged trading position or sheltered industries. 
Once they were allowed to carry on necessary trade with the 
United States, they urged the maintenance of other features of the 
Navigation Acts which insured them a special place in the West 
Indies or a position as entrepot for trade between the United 
States and the West Indies. When the West India trade was 
finally thrown open their defeat did not discourage them from 
upholding imperial duties on flour and provisions which afforded 
protection to milling and a bounty to agriculture. Despite the 
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comparative insignificance of agriculture in Nova Scotia and New 
Brunswick, these colonies, like Canada, had their wave of agricul- 
tural protection and their contests between the farming and the 
mercantile interests, less bitter only because of the greater weak- 
ness of agriculture in the Maritimes. It is true that protectionism 
waned, especially in Nova Scotia, before Great Britain went over 
to free trade, but the ambition to build up colonial industry be- 
hind tariff walls was not absent and even constituted an obstacle 
to the initial efforts at Confederation. 

The early history of customs duties in the Maritimes bears a 
superficial resemblance to that of Quebec, for in both cases levies 
on wines and spirits constituted the backbone of provincial rev- 
enue. But since Nova Scotia was an English-speaking colony, it 
soon came to exercise more control over its commercial policy 
than the province of Quebec and to strike out on a divergent 
course. In 1751 Nova Scotia began the development of a tariff 
by charging an excise on spirits sold and an impost on those im- 
ported, except from Great Britain or the West Indies.^ Unlike 
Quebec where revenue objectives and imperial regulation dom- 
inated the rum trade, the Nova Scotia taxes became the pillars of 
a policy of protection fostered through the influence of a local dis- 
tillers’ monopoly.^ When the first legislature met in 1758 it fell 
into line by adopting duties on wines, beer, rum, and other distilled 
liquors and levying on the goods of the West Indies, though not of 
Great Britain (32 Geo. II, c. i, N.S.). As the duties increased, 
efforts to break the local monopoly, begun by the imperial govern- 
ment, were carried forward by the province, which in 1761 in- 
augurated a policy of encouraging commerce by allowing free 
entry to West India rum, two-thirds of which was bought with the 
proceeds of the sales of Nova Scotia produce and carried in pro- 
vincial vessels (i Geo. Ill, c. 17, N.S.). The lack of trade with 
the West Indies made this relief from monopoly iUusory for about 

’^“A Study of Early Provincial Taxation,” prepared by Margaret Ells, Bulletin 
of Public Archives of Nova Scotia, vol. I, No. 2 (Halifax, 1937). 

“ John B. Brebner, Neutral Yankees of Nova Scotia (New York: Columbia Uni- 
versity Press, 1937), pp. 69, 84, 133-154- 
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ten years, while molasses imported cheaply from New England 
enabled the local distillers to control the market. With the Ameri- 
can Revolution, however, the basis of the trade collapsed, and the 
imperial government embarked upon a policy of encouraging 
direct trade with the West Indies. Thus ended Nova Scotia’s first 
effort at protection. 

As the greed and influence of the distillers raised the levies on 
rum high enough to stimulate smuggling, additional sources of 
revenue were needed. Sugar, tea, coffee, playing cards, cider, and 
building materials were for various periods subject to excise and 
impost (3 & 4 Geo. Ill, c. 14, N.S.; 5 Geo. Ill, c. 12 ; 14 & 15 Geo. 
Ill, c. 12, N.S.).® The practice of levying an excise upon certain 
commodities, whether of domestic or foreign origin, became fir ml y 
fixed in the fiscal system of the colony. This use of the excise 
was a subterfuge to permit the taxation of British goods. Though 
the British colonial authorities had notified the colony as early as 
1762 that a customs tariff might be levied on British goods “as a 
mode of raising revenue or a necessary measure of Police,” the 
■ Nova Scotia legislature appeared to think an impost on such goods 
illegal.^ In 1782 a 2 per cent duty was levied on all imports by 
non-residents (12 Geo. Ill, c. 7, N.S.). At the close of the Ameri- 
can Revolution the revenue of Nova Scotia was raised chiefly by 
tonnage duties and by imposts on sub-tropical products including 
staples such as sugars, coffee, and tobacco. 

New Brunswick’s first legislative assembly in 1786 raised its 
revenue by specific duties on rum and other liquors and by an ad 
valorem duty of 5 per cent on imports from foreign countries, 
excepting necessities like lumber, livestock, grain, and salt (26 
Geo. Ill, c. 55, N.B.).® Brown sugar and coffee were charged 

®The statutes down to 1815 are as numbered in Nova Scotia Statutes, Revised 
(Halifax: John Howe), vol. I, 1805; vol. II, 1816; vol. Ill, 1S27. The numbering 
frequently does not correspond with that of the statutes of the year but has been 
used here to facilitate reference to Miss Elis’ list (Ells, “Study of Early Provincial 
Taxation”). 

^See Ells, “Study of Early Provincial Taxation”; or Graham, Sea Power, p. 115. 

® Goods imported by a non-resident and not consigned to an inhabitant were to 
pay 254 per cent. This was raised to s per cent in 1789 (29 Geo. Ill, c. 6, N.B.). 
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specific duties the following year (27 Geo. Ill, c. 3, N.B.). Prince 
Edward Island drew its early revenues from duties of the same 
type. 

The new economic environment that resulted from the Ameri- 
can Revolution and the peace of 1783 led the colonies to reor- 
ganize their tariffs and forced the imperial government to modify 
the old colonial system. As in Quebec, the initiative was taken by 
the colonial governors. Technically all trade between the colonies 
and the successful rebels was in contravention of the Navigation 
Acts, for such trade, unlike that between Canada and the United 
States, was entirely sea-borne. Faced with an acute food shortage, 
brought on by the influx of loyalist refugees, the governors of 
Nova Scotia and New Brunswick, on their own responsibility, al- 
lowed the importation of livestock, provisions, and lumber from 
the United States in foreign as well as British ships.® In 1785 an 
imperial order limited the trade to British ships but allowed 
American goods to enter in case of emergencies — an ever-present 
experience in the colonies.'^ In 1788 when trade with the United 
States was regulated by imperial statute (28 Geo. Ill, c. 6, Imp.), 
importation from the Republic was theoretically limited to certain 
commodities in time of emergency.® “Emergency” was construed 
with such liberality that there developed a regular trade upon 
which Nova Scotia laid a 10 per cent duty, however exempting 
lumber, flour, grains, and livestock (29 Geo. Ill, c. 2, N.S.). 
New Brunswick took account of the new situation by levying 2s. 
per barrel on flour from the United States (29 Geo. Ill, c. 6, 
N.B.). 

Down to the American Embargo Act of 1807 the trade and in- 
dustrial development of the Maritimes languished. Ideas of sup- 
plying the West Indies and serving as a great centre of com- 
merce had to be pushed into the future, for the colonies were 

* Graham, Sea Power, p. 33. 

John Reeves, History of the Law of Skipping and Navigation (London: printed 
for the author, 1792), pp. 366-367. 

® The same act forbade any importation by sea into Quebec. See Chapter II. 
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unable to produce their own food or develop prosperous staple 
trades. Under these conditions provincial tariffs had to be of a 
revenue character. In Nova Scotia both local traders and fisher- 
men opposed duties which would make provisions expensive and 
encourage the smuggling trade across the badly policed frontiers. 
In fact, no customs duties could be really effective where oppor- 
tunities for smuggling by land and sea were so great. In 1792 the 
legislature of Nova Scotia adopted a bill taxing a general list of 
imports at 2^ per cent when brought in by residents and 5 per 
cent when imported by non-residents (32 Geo. Ill, c. 13, N.S.). 
The next year specific duties on wine, rum, and sugar were in- 
creased. The new rates, for the first time, applied on goods from 
Great Britain and were minima, for additional duties were col- 
lected unless one-third of the imports had been exchanged for the 
products of the colony and imported in a vessel owned by a resi- 
dent. This meant that Nova Scotia was favouring direct trade 
with the West Indies at the very time that the imperial govern- 
ment was trying to stimulate triangular voyages by forcing Cana- 
dians to buy their rum from Great Britain.® Nova Scotia also 
continued its 10 per cent levy of 1788 on American goods (33 Geo. 
Ill, cc. I & 13, N.S.). 

New Brunswick followed a similar course, levying specific 
duties on rum, wine, and brown sugar. Wheat or rye flour from 
the United States was charged 2s. per barrel, and 5 per cent was 
levied upon goods imported by persons who were not residents of 
Great Britain, Ireland, or British North America (32 Geo. Ill, 
c. 10, N.B.). With the next year came a 10 per cent duty on live- 
stock and meats (33 Geo. Ill, c. 10, N.B.). Throughout this 
period Prince Edward Island continued to rely upon the staple 
revenue producers, wines, rum, and sugar (35 Geo. Ill, c. 10, 
P.E.I.). 

The American policy of non-intercourse or embargo opened a 
new chapter in the economic life of the Maritimes because it led 

® See the discussion of the Quebec Revenue Act in Chapter II. In 1802, similar 
preference was given to wines from the Azores (42 Geo. Ill, c. 14, N.S.) . 
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to further modification of imperial commercial policy. To main- 
tain both the Maritimes and the West Indies, some trade with the 
United States was vital. An invitation to Americans to defy the 
embargo was, therefore, set forth in an imperial statute of 1807 
(47 Geo. Ill, sess. 2, c. 38, Imp.) which permitted certain enumer- 
ated articles to be imported or exported to the United States at 
specified ports in Nova Scotia or New Brunswick in either British 
or American vessels. The goods eligible for import included 
timber, cattle, grain, flour, and naval stores. The lawful exports 
were gypsum, grindstones, and other produce or manufactures 
from the colonies. Great Britain, or the West Indies. In 1808 
Halifax and Shelburne in Nova Scotia and St. John in New Bruns- 
wick were designated as the ports for this trade. In 1809 the law 
was further liberalized when any vessel was allowed to import or 
export goods specified by order-in-council, any statute to the con- 
trary notwithstanding (49 Geo. Ill, c. 49, Imp.). No order-in- 
council, however, was issued until 1811. Still another bid to 
Americans to break their own law was contained in an act of 1808 
which allowed the governors of Nova Scotia and New Brunswick 
to admit rice, grain, flour, and other articles from' the United 
States for re-export to the West Indies (48 Geo. Ill, c. 125, Imp.). 
These privileges, which Americans had long desired, were more 
than sufficient to encourage defiance of the hated embargo by men 
who were not without practice in the art of smuggling. Nova 
Scotia and New Brunswick boomed as the centres of a new tri- 
angular trade with the West Indies and Europe. The end of the 
embargo brought a tightening of British regulations, but the 
renewal of non-intercourse in 1811 called into play the law of 
1809, and an order-in-council threw Halifax, St. John, and St. 
Andrews open to foreign ships bringing wheat, flour, and naval 
stores from the United States.’^® 

Even formal belligerency did not put an end to all international 
trade in this northeastern corner of the continent. Until a close 
blockade was established at the end of 1813, licenses for trade 
between Maritime and American ports were issued even when 


Graham, Sea Power, pp. 209-210. 
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enemy ownership of the vessel and cargo was admitted.^^ Goods 
were also systematically trans-shipped from American to British 
vessels as long as the sea remained open to American commerce. 
In 1813 Nova Scotia formally recognized the trade with the 
enemy by levying the usual duty of 10 per cent on all American 
goods except grain, flour, provisions, and naval stores (53 Geo. 
Ill, c. 6, N.S.) ; in 1814 New Brunswick renewed its levy of 5 per 
cent on livestock and provisions from the United States (54 Geo. 
Ill, c. 18, N.B.). When the sea routes were closed, the trade con- 
tinued by land. 

With the coming of peace and the expiration in 1815 of the 
imperial legislation of 1809, the act of 1788 again became opera- 
tive, closing the colonial trade to American ships except in emer- 
gencies. As in the past, however, some American produce flowed 
into the Maritimes. The barring of American ships from the West 
Indies was resented in the United States and led to the enactment 
of a series of American laws designed to force open the coveted 
West India trade. In 1816 the United States added 10 per cent 
to its duties levied on goods imported in vessels of nations not en- 
titled to most-favoured-nation treatment — ^an act directly aimed 
at Britain.^® In 1817 a duty of $2.00 per ton was imposed on 
vessels coming from ports from which American ships were ex- 
cluded.^® The American Navigation Act of 1817 struck at the 
triangular trade by limiting the importation of non-British goods 
in British vessels — an attempt to prevent British vessels not 
owned in the West Indies from bringing the produce of the British 

^ The number of American vessels entering and leaving Halifax was as follows: 


1811 o o 

1812... 42 35 

1813 107 93 

1814 28 34 

1815 o o 


See W, R. Copp, “Nova Scotian Trade during the War of 1812,” Canadian His- 
torical Review, XVIII (1937)? ^52* The United States tried to check this trade by 
imposing heavy penalties on citizens who accepted licenses. U. S. Statutes at Large, 

111,84. ■ 

^ U, S. Statutes at Large, III, 3 i 3 -' 3 i 4 - 
^ U, 5 . Statutes at Large, III, 344. 
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American Trade Act, throwing open certain free ports in the 
West Indies as well as others in British North America (3 Geo. 
IV, c. 44, Imp.). To these free ports grain, provisions, timber, and 
naval stores could be brought in either British or American ves- 
sels, an important departure from the theory and practice of 
mercantilism. 

Such a solution of imperial commercial problems was not what 
the colonies desired. Pleas from the West Indies for the admis- 
sion of foreign ships were considered in Nova Scotia to evidence a 
selfish unwillingness to share the burdens of Empire.^'’’ Its own 
selfish interest in the entrepot system was glorified as allegiance 
to mercantilism. In order to quiet West Indian complaints of 
high prices. Nova Scotia advocated measures to foster the ex- 
change of West Indies and Canadian products. In place of the 
“ruinous” flour trade carried on with the Americans by both Nova 
Scotia and the West Indies, flour could be obtained from Canada 
for West Indian use if the various acts levying duties on West 
Indian rum exported from Nova Scotia to Canada were repealed.^® 
The West Indian and American Trade Act of 1822 marked the 
abandonment of the dream of making the Maritimes the entrepot 
of the American trade with the Indies. Yet it failed to satisfy the 
Americans and to cement relations between the British colonies 
and the United States. The latter still objected to the restrictions 
placed on the rights of American ships to trade to the free ports 
of the colonies. Though the Maritimes had objected to the open- 
ing of the West Indies to foreign ships, they attempted to comfort 
themselves with the hope of expansion under the more liberal 
trading policies that seemed to be developing within the Empire 
at this time. 

The adjustment of the Maritime colonies to the loss of their 
entrepot position was hastened by Huskisson’s legislation of 1825 
(6 Geo. IV, c. 109 & 114, Imp.). This threw the free ports open 
to vessels of European as well as American countries as long as 

Journals of Assembly of Nova Scotia, 1822, April 3, 1822. 

'^Journals of Assembly of Nova Scotia, pp. 167-168 and 171-172, March 16 and 
19, 1822. 
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they were prepared to give reciprocal advantages to British and 
colonial ships and merchants. Designed in part to lessen colonial 
dependence on the United States and in part to bring that country 
to a more conciliatory frame of mind with respect to the shipping 
question, the act was more successful in the first than in the sec- 
ond objective. While other countries hurried to take advantage of 
Huskisson’s offer, the United States failed to make concessions.^® 
A period of reciprocal imposition of high tonnage and special 
import duties followed until March 17, 1827, when American 
ports were closed to all British colonial shipping. The free ports 
of British North America, however, remained open to American 
vessels though Halifax had been closed for a brief period during 
the previous year. Not until October 5, 1830, were American 
ports opened to colonial ships. Soon thereafter, however, all dis- 
criminatory port duties were removed, and American ships were 
freely admitted to the West Indies, another severe blow to the 
Maritimes.^® 

But while Nova Scotia with her growing merchant marine and 
New Brunswick with an expanding lumber trade had favoured 
the retention of the principle of the Navigation Acts, the new 
colonial policy drew some praise from the colonies. Four hundred 
more vessels came to Nova Scotia in 1826 than in 1825, and the 
provincial revenues naturally increased.^^ By 1828 imports were 
nearly three hundred thousand pounds above the entrepot year 
1821.^® A healthy export trade in plaster of Paris and gjrpsum 
supplemented the staple trade in fish and ships from Nova Scotia. 
Lumber was the principal export of New Brunswick. Manufac- 
tures came very largely from Britain and the colonies had an un- 
favourable balance of trade with the mother country which ab- 

^ In 1 8 28 Spanish ships were allowed to trade with British colonies in their own 
produce and to carry goods from the colonies to any foreign country (P.A.C., 
Series G, vol. 271, Murray to Lieut.-Gov. Ready, July 26, 1828). 

^Journals of Assembly of Nova Scotia, 1830-1831, p. 124, January 8, 1831. 

^Journals of Assembly of Nova Scotia, 1S27, p. 8, and 1828, p, 187; Governor’s 
speeches at the opening of the legislature, 

^ Thomas C. Haliburton, An Historical and Statistical Account of Nova Scotia, 
2 vols. (Halifax: Joseph Howe, 1829), vol. II, chart facing p. 388. 
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sorbed little of the colonies’ exports except lumber and ships. 
Provisions came principally from Canada and the United States. 
Some of these wfre re-exported to the West Indies in exchange 
for the staples of the islands.^® 

Industrially not much development occurred in the Maritime 
colonies before 1815. Agriculture continued to be relatively less 
profitable than commerce, fishing, and lumbering, though efforts 
were made through the use of bounties or the tariff to encourage 
the growing of grain. Livestock raising was encouraged by the 
maintenance of a provincial stud in Nova Scotia and by high 
duties. Between 1808 and 1827 the number of head of livestock 
increased by a quarter million in that province.^* Mining, except 
for a little coal, had hardly begun. After 1815 some infant in- 
dustries producing goods for local use made a start in Nova 
Scotia. Sugar refining, distilleries, breweries, and furniture 
makers made some progress. Most of the manufacturers looked 
to the government for assistance in the form of drawbacks, 
bounties, and the tariff. Raw sugar was imported under draw- 
back, cordage and chocolate makers received bounties, and inci- 
dental protection was given others.^® 

Though the mother country’s legislation in this period was 
directed at the regulation of trade, imperial duties constituted an 
important portion of the revenue. The West Indian and Ameri- 
can Trade Act of 1822 allowed foreign lumber, naval stores, cot- 
ton, livestock, provisions, wool, and tobadco to enter the colonies 
but excluded fish and salted provisions. A duty of 55. a barrel was 
levied on wheat flour, 10 per cent on cattle and horses and £i 15. 
on red and 15^. on white oak staves. Huskisson’s legislation 
lowered some of these duties , and generally liberalized trade. 
Practically all foreign goods except tea, coffee, sugar, molasses, 
fish other than fresh, and salt beef and pork were allowed to 
enter after January 5, 1826. The general rate on foreign goods 
was 15 per cent, but one-tenth of the duty was remitted if the 

^ Haliburton, Nova Scotia, II, 388. 

Halihurton, Nova Scotia, II, 376. 

^ Innis and Lower, Select Documents, pp. 399-'4oo. 
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foreign goods were imported into the colonies through the United 
Kingdom. 

In both Nova Scotia and New Brunswick numerous revenue 
duties were imposed and increased during and after the War of 
1812. Some of these tariffs were quite discriminatory in char- 
acter. West Indian products, especially beverages and sugars, 
as heretofore, carried most of the revenue burdens, though when 
a limited trade was opened with the United States after the war, 
imports of livestock and provisions produced considerable rev- 
enue. Special levies of 2 and 5 per cent on importations by non- 
residents and aliens were popular. New Brunswick adopted Nova 
Scotia’s practice of encouraging her own shipping and export 
trade by charging additional duties on imports if two-thirds of 
dutiable imports in a certain shipment were not exchanged for 
domestic produce. Importation in provincial vessels was another 
condition necessary for escaping special duties (47 Geo. Ill, 
c. 10, N.B.). 

Agricultural protectionism raised its head in the Assembly of 
Nova Scotia in 1822. The Assembly voted a protective duty on 
wheat and flour imported from the United States, but the Legisla- 
tive Council did not concur.^® In 1826-27 the provincial duties, 
which had continued to mount during the 1820’s, were thoroughly 
overhauled; the excise was raised; and, though the general rate 
of duty of about 3^ per cent was not affected, many individual 
rates were raised (7 Geo. IV, cc. 5, 7, & 8 N.S.). At the same 
time, many foreign articles on which imperial duties were now 
paid were exempt from the provincial levies. Others, not spe- 
cifically exempt, were relieved even of imperial duties if they were 
exchanged for fish or fish oil (7 Geo. IV, c. 4, N.S.). To this, Brit- 
ish authorities took strong exception, holding it a violation of 
the fimdamental British position that a colony could not inter- 
fere with imperial duties.®'’' Nevertheless the provincial arrange- 
ments held, though after 1838 the exemptions applied only to 

* Journals of Assembly of Nova Scotia, 1822, March 2$, 1822. 

Journals of Legislative Council of Nova Scotia, 1841, App. No. i, p. i. 
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imports from South America and Europe (i Viet., c. 9 (ist sess.), 
N.S.). 

New Brunswick seems to have avoided flirtations with protec- 
tion in the twenties though it granted bounties on grain produc- 
tion (60 Geo. Ill, c. 12 and 4 Geo. IV, c. 22, N.B.). In 1827 the 
basic provincial duties on liquors, sugar, molasses, and coffee 
remained at 1818 levels. New Brunswick, however, took cogni- 
zance of the change in imperial policy by raising certain of her 
duties on m.aniifactures. This colony now made her colonial duties 
additional to, rather than substitutes for, the imperial duties only 
if higher than the latter, as heretofore. The colony also estab- 
lished an n.o.p. rate of 5 per cent on foreign manufactures except 
food, liquors, lumber, and books (8 Geo. IV, c. 25, N.B.). By 
1830 the tariff of Nova Scotia was beginning to take shape as a 
more protective and modern-looking instrument than those in the 
other IMaritime colonies. 

Despite trade expansion and the new liberality in imperial 
policy, dual control over trade bred new problems. In the late 
1820’s one of the chief causes of colonial complaint was imperial 
control over the customs revenues. In 1822 the principle of the 
Declaratory Act of 1778 had been confirmed, and all duties col- 
lected under imperial and local acts went to the provincial treas- 
uries except the amounts required for the salaries of the collectors. 
With this Nova Scotia was not content, holding that the Declara- 
tory Act was being violated if she did not have complete disposal 
of aU her tax income;^® in 1830 the colony received complete con- 
trol of the customs revenue (10 Geo. IV,c. 31, N.S.). New Bruns- 
wick, which started an agitation along with Nova Scotia, did not 
receive a similar privilege until five years later.®® 

Nova Scotia also chafed at imperial legislation which handi- 
capped the fisheries. To offset New England’s advantages Nova 

^Journals of Assembly of Nova Scottaj 1826, p. 644, April 4, 1826, and ibid., 
1829, p. 479, March 23, 1829. 

®®See Marion Gilroy, “The Imperial Customs Establishment in Nova Scotia” 
Canadian Historical Review, XDC (1938), 277-291, esp. p. 285. 
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Scotia wanted the mother country to alter the imperial duties 
when they increased the costs of operating the fisheries and, more 
important, to exclude United States vessels from the fishing 
grounds. High imperial duties and aggressive Yankee fishermen 
were held responsible for the extensive smuggling trade.*® Since 
fishing equipment could enter the colonies duty free from Eng- 
land, it may be doubted whether any great cost differential existed 
except perhaps in provisions, the duties on which the colonies 
themselves were of two minds about retaining. In 1834 the duty 
of 15 per cent on fishing equipment from the United States was 
reduced by provincial legislation (4 Wm. IV, c. i, N.S.). In the 
matter of provisions Britain was willing to allow freedom of im- 
portation, but other colonial interests intervened. 

In 1831, when flour and salted provisions were made free in 
the Canadas, the Board of Trade vpished to see them made free 
in the Maritimes too, but the Colonial Secretary said the, finances 
of those colonies required maintenance of the duties. Then the 
Nova Scotia Assembly began to agitate for the opening of more 
provincial ports to foreign produce or, if need be, to foreign 
ships.®^ Glenelg, the Colonial Secretary, took the view that if 
flour and provisions were allowed free entry the Maritimes would 
care little about free ports and the expense of staffing them would 
be avoided.®^ Glenelg’s proposed reversal of former Colonial Of- 
fice policy, which had aimed at colonial self-sufficiency, met with 
high approval by the Board of Trade which was “unwilling that, 
after the purpose of regulation for which those Duties [on flour 
and provisions] were imposed has been relinquished they should 
be continued as Duties of revenue.” Nova Scotia was not so un- 
willing to retain the duties despite the principle of the Declaratory 
Act which was involved. In fact, the desire to build up a wheat or 

^For the whole topic of the fisheries, see Harold A. Innis, The Cod Fisheries, the 
History of cm International Economy (New Haven: Yale University Press, 1940)* 
See also Journals of Assembly of Nova Scotia, 1834, App. No. 13, jpp. 20-21. 

^ Journals of Assembly of Nova Scotia, 1834-1835, pp. 764 and 7S9™79 c>j Janu- 
ary 3 and 15, 1835 and App. No. 6, pp. 15-16, 

Journals of Assembly of Nova Scotia, 1836, App. No. 4, p. 13. 

^ Journals of Assembly of Nova Scotia, 1836, App. No. 4, p. 14. 
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jflour industry behind a tariff wall had been voiced at least as 
early as 1822 and many times thereafter Though the As- 
sembly agreed that if the imperial duty on flour were removed no 
provincial duty would be imposed, the lieutenant-governor pre- 
sented two objections to Glenelg’s suggestion — ^^the one was that 
the extinction of these taxes would be almost destructive to the 
farming interest of that province, in whose favor [sic] they oper- 
ate as a bounty’’ — the other was that they helped to support the 
imperial customs service.^'" These arguments led to the abandon- 
ment of the Colonial Office’s plan. Instead of outright repeal in 
1835, the imperial duties were remitted on flour, salt beef, and 
pork imported for the use of the fisheries. 

Again in 1838 Glenelg thought he would carry through the 
repeal of these duties in New Brunswick and Prince Edward Is- 
land. But now’ New Brunswick entered a vigorous protest with 
protectionist bias: 

the effect of the duty . . . has been progressively and rapidly to di- 
minish the importation of Flour into the Province, from the United 
States, nearly in the ratio in which it has increased the importation of 
Wheat from England ; than the former branch of trade, viz. the impor- 
tation of Flour from the United States, nothing can be more injurious 
to the Colony, in as much as it carried out of it a large amount of 
Specie, in exchange for an article, the whole benefit of manufacturing 
and importing w'hich is enjoyed by Foreigners, and further, that the 
duty to be repealed has unmistakably operated as an indirect bounty 
to the Provincial Agriculturist . . . that large investments of capital 
have been made in the erection of Mill Establishments in the immediate 
vicinity of Saint John, and extensive arrangements entered into for the 
importation of bonded wheat from England, with the object of entirely 
superseding the necessity of importing Flour; the great advantages 
which must necessarily attend the manufacture of bread stuffs to the 
country in which the manufacture is carried on, added to those derived 

^Journals of Assembly of Nova Scoikij 1822, pp. 167-168, March 16 and 25, 
1822; ibid., 1832, App. No. 8, AprU ii, 1832; ibid., 1834-1^35, P- 784, January 13, 

1835- 

^ Journals of Assembly of Nova Scotia, 1839, App. No. 20, p. 34. 
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by the shipping interests, from the importation of the unmanufactured 
material, in British Shipping, and I will add, to the New Brunswick 
Farmer, in respect of such of the Grain as may be raised in the Prov- 
ince, are too obvious to render it necessary for me to do more than 
advert to them. . . 

Nova Scotia was now finding that the practice of exemptions 
for the fisheries was open to grave abuse. The Assembly decided 
in 1839 to levy a colonial duty upon any foreign flour unless it was 
actually used for the fisheries.®'^ When the Colonial Office then 
asked for an expression of opinion on the repeal of the imperial 
duties on provisions, the Assembly of Nova Scotia voted after 
long struggle to recommend the repeal of the duty on flour.®* 
New Brunswick, on the other hand, voted against the repeal of 
the duty on flour, as well as that on salt provisions.®® 

Faced with so much opposition Glenelg dropped his proposal, 
and the provinces retained their protected milling industry. But 
the protectionists had temporarily won their point only to see 
it threatened in 1842 by the proposal of an imperial duty on 
foreign wheat which would have ruined their milling industry 
Though they escaped this, the British Possessions Act (5 & 6 
Viet., c. 49, Imp.) cut their protection on flour from 55. to 25. per 
barrel and from 125. per hundredweight to 35. in the case of salted 
provisions. 

Some of this protection was reestablished however as these 
duties were extended to Canada into which provisions had entered 
freely after 1831. Stanley, then Colonial Secretary, explained 
that Canada had been exempt in 1831 in order to encourage the 
St. Lawrence route but had actually gained thereby an unfair 
advantage over the Maritimes in trading with the West Indies 

Journals of Assembly of New Brunswick, 1839, p. 266, Sir John Harvey to 
Glenelg, May 18, 1838. 

^Journals of Assembly of Nova Scotia, 1839, App, No. 20, p. 34, and 2 Viet., c. 3? 
N.S, 

^Journals of Assembly of Nova Scotia, 1839, pp. 600^601, March 22, 1839. 

^Journals of Assembly of New Brunswick, 1839, PP* 4S5“4S6} March 13, 1839. 

^Journals of Assembly of Nova Scotia, 1842, pp. 323-324, March ii, 1842. 



THE MAJRITIMES AND CONFEDERATION 


109 

and with other colonial markets.^^ Great Britain, however, now 
found again that in dealing with a sensitive colony well-meant 
efforts often provoked irritation. The Maritimes had been in the 
habit of importing some American flour and provisions via Can- 
ada and paying only intercolonial rates of duty (6 Wm. IV, c. 32, 
N.S.) ; now they were forced to buy in Boston and New York and 
pay higher duties, at which importers bitterly complained.^^ 

The fight to have imperial duties retained for the protection 
they afforded raises a question as to protectionist sentiment in 
the Maritimes at this time. Certainly the lower provinces were as 
fervent in their devotion to the old colonial system while it served 
them as any other vested interest. The milling industry was not 
the only one the colonies sought to shelter behind imperial tariff 
walls. Nova Scotia and New Brunswick were not far behind 
Canada in petitioning for the maintenance of large preferences 
on colonial timber, and Nova Scotia was as forthright as any 
British group in condemning the West Indies when they com- 
plained of the burden of imperial restrictions. Even after Nova 
Scotia had come to appreciate the value of Huskisson’s relaxa- 
tions, she relapsed into purest mercantilism when the West India 
trade in lumber and fish was threatened.'** 

In exercising the limited control allowed colonies before 1846, 
the Maritime provinces did not foster the greatest possible free- 
dom of trade. Nova Scotia showed itself quite conversant with 
the use of the tariff to build up home industry. The early adjust- 
ment of excise and impost for the benefit of the local distillery 
was a case in point, as was the policy of charging lower duties on 
West Indies goods bought with the produce of the colony. At 
times, Nova Scotia was even protectionist against the rest of 
British North America.'** All types of fiscal encouragement to the 

“ Journals of Assembly of New Brunswick, 1843, p. S 7 j Stanley to Bagot, August 
17, 1942. 

^ Innis, Cod Fisheries^ p. 338. 

^Journals of Assembly of Nova Scotia, 1842, p. 323, Address to Queen, March ii, 
1842. 

" See Journals of Assembly of Nova Scotia, 1820, p. 181, March 13, 1820 and 
ibid., 1836, App. No. I, p. 4. 
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fisheries were tried at one time or another. Bounties or draw- 
backs for the development of home industry were granted as freely 
in Nova Scotia as in other British colonies; for example, in 1833 
a drawback was allowed to the manufacturer of leaf tobacco on 
the ground that the industry tended “to the employment of 
labourers and children” and was “otherwise beneficial to the inter- 
ests of this province.” (3 Wm. IV, c. 66, N.S.) 

In the 1820’s, when trade controversy with the United States 
was most bitter, the Assembly of Nova Scotia was eager to foster 
grain growing and trade in flour with the Canadas in place of 
“the ruinous flour trade” with the United States.^® To that end, 
as we have seen, the Assembly in 1822 passed a bill “to encourage 
the agriculture and commerce of the province, by raising a duty on 
wheat and wheaten flour” from the United States.^® But the 
Council, representing the mercantile interest, stood between the 
Assembly and protection. Ten years later the Agricultural Com- 
mittee of the Assembly thought that the province could supply 
the inhabitants and troops with foodstuffs and have some surplus 
for export if only provincial duties, especially on wheat, were 
imposed.^'' 

Throughout the 1830’s, advocates of free trade in flour and 
grain frequently clashed with the protectionists, and manufac- 
turers petitioned for protection for the milling and manufacturing 
interests. In 1838 manufacturers asked not only for a duty on 
all wheat flour but also for the valuation of goods at Nova Scotia 
prices instead of cost, on the ground that this would give more 
protection to local manufacturers.®® In the controversy over the 
imperial duties protectionists dropped grain growing and concen- 
trated on the preservation of a milling interest based chiefly on 
foreign wheat, but, in 1843, the Agricultural Committee of the 
Assembly warned that imperial legislation of 1842 gave the 
United States, advantages that would “if not met by judicious 

^Journals of Assembly of Nova Scotia, 1822, pp. 167-8, March 16, 1822. 

^Journals of Assembly of Nova Scotia, 1822, March 25, 1822. 

Journals of Assembly of Nova Scotia, 1832, App. No. 8, April ii, 1832. 

^Journals of Assembly of Nova Scotia, 1838, p. 278, February 16, 1838, 
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legislation on our part prove highly prejudicial to the general 
interests” of British North America, especially Nova Scotia.^® 
The province taxed foreign flour until 1847, but grain remained 
free, and little protection can be found in the duties on other agri- 
cultural products. 

By the 1840’s, however, the protectionist sentiments of the 
1820’s had begun to wane. The livestock interest, which had been 
fostered by the maintenance of a provincial stud and rising duties 
from 1818 to 1834, found its protection reduced in 1844. The 
system of bounties also fell into abeyance. Cordage, which had 
received a bounty in 1826, was charged a revenue duty of 2 per 
cent in 1848. Of the industries encouraged by bounties the re- 
fining of sugar, which had been fostered by bounties beginning in 
1817, had collapsed by 1849.®® The manufacture of tobacco sur- 
vived but did not monopolize the market. Chocolate manufac- 
ture, which had such protection that the British had objected, 
maintained only a precarious existence.®^ Perhaps the best evi- 
dence that Nova Scotia’s duties were not too highly protective 
came from Earl Grey who declared in 1848 that some of Nova 
Scotia’s duties were protective but need not be disturbed unless 
they were levied on goods imported for the imperial forces.®® Had 
they been very high Grey, who condemned Canadian duties 
roundly, would most certainly have objected. 

Only two years before the reciprocity treaty, protectionist senti- 
ment again appeared in Nova Scotia when Martin I. Wilkins, a 
member of the opposition in the Assembly moved “that in ad- 
justing the tariff for the future, the principle of effective protec- 
tion to all our industrial interests, be adopted and acted 
upon. . . .” ®® The Attorney-General, James B. Uniacke, coun- 
tered with a motion pointing out that raw materials for Nova 
Scotia’s industries were generally admitted free and that duties 

Journals of Assembly of Nova Scotia^ 1843, App. No. 43, p. 165. 

Journals of Assembly of Nova Scotia, 1849, App. No. 13, pp. 163-164. 

^Journals of Assembly of Nova Scotia, 1834-1835, App. No. 15, pp. 25-26. 

Journals of Assembly of Nova Scotia, 1848, App. No. 84, unpaged, February 
2$, 1848. 

^Journals of Assembly of Nova Scqtia, 1852, p. 143, March 13, 1852. 
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were imposed on “like manufactures when imported from abroad, 
partly for the purposes of revenue and partly for protection.” 
He, therefore, moved: “That the increase of our present duties on 
British and foreign manufactured goods, for the purpose of pro- 
tection, would be impolitic and unwise.” When the proposals 
came to a division, though the resolution condemning protection 
was voted down 20 to 27, an attempt to impose a 20 per cent duty 
on boots and shoes, furniture, cigars and snuff, coaches, wagons, 
wooden ware, and agricultural implements — the manufactures 
usually protected in New Brunswick and Canada — ^was also voted 
down and the previous tariff was continued. 

The next year the protectionists returned to the assault, aimed 
especially at the United States. A report by a select committee 
advanced practically every argument heard later in the Dominion 
in favour of the National Policy in 1878. High United States 
tariffs supplied the principal argument. The goods which Nova 
Scotia imported from the United States paid on the average 
per cent whereas if exported from Nova Scotia to the neighbouring 
Republic they would have paid 20, 30, or 40 per cent. Halifax 
manufacturers of iron castings, clothing, domestic wares, syrup, 
cordials, hats and caps, soap, boots and shoes, furniture, pails, 
buckets, and marble declared that they could produce better goods 
as cheap or cheaper than the Americans if they were protected. 
The adverse balance of trade with the United States was held 
responsible for the general depression. It was argued that specie 
was being drawn out of the province, depressing the value of prop- 
erty and forcing labourers to emigrate. Prosperity, it was con- 
tended, came from the home market, and protection to manu- 
facturing would help the farmer. England, it was argued, had not 
adopted free trade until other countries tried to become independ- 
ent of her manufactures by setting up protective duties. While 
free trade might be sound in principle, the relations of Nova 
Scotia and the United States “demand that our manufacturers 
and other industrial classes, . . . should be so far brought to a 
level with their rivals in that country as to receive at the hand of 
'^Journals of Assembly of Nova Scotia, 1B52, pp. 149-150, March 19, 1852. 
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their legislature the same encouragement and protection of the 
home market as is awarded to their competitors.” While re- 
ciprocity with the United States quieted the protectionists, the 
fear of putting Maritime industries into competition with those of 
Canada contributed to the reluctance displayed in the Maritimes 
when Canada tried to broaden the base of intercolonial reci- 
procity in the early i86o’s. 

While protectionists in Nova Scotia were never very successful 
in translating their views into policy, their fellows in New Bruns- 
wick were more so. Even by 1827 the tariff of New Brunswick 
had begun to take on a protectionist slant. In the thirties the 
tariff continued to mount, and the reductions allowed on goods 
bought with provincial produce or imported in provincial ships 
were abandoned (2 Wm. IV, c. 8, N.B.). In 1834 New Brunswick 
inaugurated the policy of taxing British, as W'ell as foreign, manu- 
factures though at a lower rate (4 Wm. IV, c. i, N.B.) . In 1835 it 
laid a S per cent duty on leather and malt liquor which came from 
British North America (5 Wm. IV, c. i, N.B.). In the late 1830’s 
New Brunswick’s specific duties were similar to those of Nova 
Scotia, though they were slightly higher than those of the neigh- 
bour colony on -wines, spirits, and sugar and lower on horses and 
oxen.®® But New Brunswick had certain ad valorem rates which 
were much higher and more discriminatory than those of Nova 
Scotia; clocks, w'^atches, and household furniture were taxed 25 
per cent, and soap and candles 10 per cent. While Nova Scotia’s 
n.o.p. rate was 5 per cent, New Brunswick’s was 2^4 per cent on 
British manufactures and 10 per cent on foreign. Furthermore, 
while Nova Scotia’s tariff was lowered in the 1840’s, New Bruns- 
■wick’s rose until 1843 (6 Viet., c. i, N.B.). In 1844 New Bruns- 
wick dropped its distinction between British and foreign goods 
to which the Colonial Office had objected and cut its n.o.p. rate to 
4 per cent (7 Viet., c. i, N.B.). At the same time, however, the 
province took steps to safeguard its own industries. Because of 
the change in imperial duties, tonnage duties on timber were re- 

“ Journals of Assembly of Nova Scotia, 1853, App. No. 43, p. 360. 

“ Cf. 6 Wm. rv, c. 32, N.S., and 7 Wm. IV, c. i, N.B. 
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duced and an export duty imposed (7 Viet., c. 18, N.B.). Im- 
ported wheat was taxed in 1844 and a drawback was allowed on 
exported flour made from imported wheat (7 Viet., c. 38, N.B.). 
Before the repeal of the corn laws, however. New Brunswick 
rescinded all its duties on wheat and mill products (9 Viet., c. i, 
N.B.), to go into effect April i, 1846. 

After the grant of colonial autonomy the Assembly of New 
Brunswick sitting as a Committee of the Whole resolved; 

That in enacting a Revenue Bill, by which the Trade of the Province 
will be regulated, the principle of protection to home industry, irrespec- 
tive of Revenue, should be recognized, by levying Duties on those pro- 
ductions and manufactures of Foreign Countries which the people of 
this Province are capable of producing and manufacturing themselves, 
making a just discrimination between raw materials and manufactured 
articles, and as a general rule admitting raw materials Duty free.^'^ 

The act (ii Viet., c. i, N.B.) which followed in 1848 reverted to 
different rates on British and foreign goods, the general rate for 
British was 4 per cent, while that on foreign was raised to 15 — 
5 per cent above its previous level. The highest rate in the whole 
tariff, 30 per cent, was charged on foreign boots and shoes while 
the British rate was 4 per cent. While Nova Scotia failed to vote 
a 15 . per barrel duty on wheat flour. New Brunswick levied u. 
on British flour and 25. on foreign.’® Thus New Brunswick cele- 
brated its commercial autonomy by raising its tariff and embrac- 
ing protection more closely. But this act was soon superseded 
by one which established the n.o.p. rate at 7>4 per cent with the 
highest rate 20 per cent on boots and shoes, carriages, furniture, 
clocks, oranges, lemons, wooden ware, hats, pianos, cigars, and 
snuff (12 Viet., c. 18, N.B.). On the eve of reciprocity a 7^/2 
per cent levy on castings for machinery, 1 5 per cent on castings 
of ploughs and stoves, and 30 per cent on carriages, wooden ware, 
matches, and agricultural implements, except ploughs, made their 
appearance (14 Viet., c. 5, N.B.). 

Journals of Assembly of New Brunswick, 1847, P- 190, March 10, 1847. 

Journals of Assembly of Nova Scotia, 1847, pp. 645-649, March 12, 1847. 
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Attention will now be directed to the series of events in com- 
mercial policy that led up to Confederation. While the closing 
years of the corn law period were not characterized by the fric- 
tion in the Maritimes that distinguished them in Canada, they 
were not without problems. Reluctant to concede fiscal and trade 
autonomy to the colonies, Britain tried to maintain uniformity of 
colonial duties. In 1834 the Colonial Office disallowed an act of 
the legislature of Prince Edward Island which levied special duties 
on products from the British West Indies. The action was taken 
on the ground that one colony should not unilaterally place a 
burden on the products of another. The veto was subsequently 
waived, however, on the understanding that fiscal necessity re- 
quired the tax.®® 

The West Indies chafed at the system of imperial preferences 
from which they did not obtain any real trading benefits. The 
Maritimes, on the other hand, struggled to retain the preferences 
on timber and fish. By 1842 their defeat in the long struggle to 
reap the advantages of a favoured position in a mercantilist em- 
pire was already forecast.”® Before 1846, therefore, intercolonial 
and intra-empire economic ties were loosening. Canada set the 
example by levying higher duties on some Empire goods passing 
through Halifax than on direct shipments to Canadian ports. The 
British Possessions Act of 1842, by imposing duties on American 
products entering Canada, stopped the Maritimes from importing 
American provisions through Canada at rates similar to those 
charged on Canadian products. Stanley, the Colonial Secretary, 
set forth the policy of the mother country in a circular to the 
colonial governments on June 28, 1843.”^ He instructed the 
colonial governors to disallow all differential and discriminatory 
duties that might, in future, be adopted by colonial legislatures, 
including those granting preferred treatment to British goods. 

The Enabling Act of 1846, which empowered the colonies to 
abolish all preferences in favour of British goods, and the repeal 

®®P.A.C., Series G, vol. 273, p. 89, Spring Rice to Sir A. W. Young, July 23, 1834. 

Journals of Assembly of Nova Scotia, 1843, p. 323, March ii, 1842. 

^Journals of Assembly of Nova Scotia, 1844, App Nos. 7 and 9, pp. i 4 ”i 7 - 
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of the corn laws did not mean, as Canada’s struggle with British 
officialdom has already shown, that the mother country intended 
to maintain a completely hands-off attitude toward colonial com- 
mercial policy. Though Grey took no steps against Nova Scotia’s 
duties of 1848, which he considered protectionist, he turned a 
deaf ear to New Brunswick’s pleas for a bounty on hemp because 
he said “experience has so fully demonstrated the impolicy of 
artificially directing capital and industry into channels which 
they would not naturally follow. . . He regretted New 
Brunswick’s dissatisfaction with the governor’s instructions to 
withhold assent to any act “in contravention of that system of 
commercial policy which the Imperial Parliament and Her Maj- 
esty’s Government have judged it advisable to adopt with a view 
to the interests of the Empire at large.” 

Britain was not averse, however, to promoting intercolonial 
trade if measures taken meant freer trade between the colonies. 
The Colonial Office urged, from time to time, that the North 
American colonies form a customs union after the manner of the 
German Zollverein. A uniform system of duties would be adopted 
as far as the mother country and the outside world were con- 
cerned. In fact mutual need for export markets and the loss of 
their sheltered position in Britain began to draw the commercial 
interests in the Maritimes towards Canada in the 1840’s. In 1847 
Nova Scotia offered to admit the products of any British North 
American colony free of duty, providing that colony would re- 
ciprocate. This was parallel to Canada’s more limited offer of 
reciprocal elimination of duties on a selected list. Believing that 
the groundwork for intercolonial reciprocity was complete, and 
anticipating a speedy culmination of arrangements, Nov# Scotia 
shipped cargoes to Canada, only to find that no action had been 
taken, and that Hincks, the Inspector-General of Canada, was 
hostile to removing duties on items such as refined sugar on which 

Journals of Assembly of Canada^ 1856, App. No. 28, Grey to Lieut.-Gov. of 
New Brunswick, MarcH 2, 1848. 

Journals of Assembly of Canada, 1856, App. No. 28, Grey to Lieut.-Gov. of 
New Brunswick, Nov. i, 1850. 
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Imports and Exports, 1850-1875 



(i) 

Total 
Imports 
(Si 000) 

(2) 

Exports 

Home 

Produce 

(^?iooo) 

(3) 

Exports 

Foreign 

Goods 

(Siooo) 

(4) 

Total 

Exports 

(Siooo) 

(s) 

Imports 

from 

USA 

(Siooo) 

( 6 ) 

Exports to 
U.S.A. of 
Home 
Produce 
($1000) 

1850 

Canada . . 

NS... • 

N. B . . . 

P.E.I. 

Total 

16,982 

45O7S 

630 

12,944 

1,550 

3,290 

326 


12,944 

1,550 

3’290 

326 

6,595 

1,028 

1,311 

42 

4,951 

428 

387 

55 

. . 24,290 

18,110 


18,110 

8,976 

5,821 

1853 

Canada 

N. S 

N. B 

p F, T 

36,086 

9,414 
. . 7,157 

1,342 

28,188 

7,833 

4,132 

736 


28,188 

7,833 

4,132 

736 

20,829 

3,692 

3,914 

261 

16,737 

2,407 

616 

167 

Total - - 

. . 53,999 

40,889 


40,889 

28,651 

19,927 

i860 

Canada 

NS 

■NT B . . . . 

. . 34,448 

8,si2 
7,234 

34,632 

6,620 

4,582 


34,632 

6,620 

4,582 

17,273 

3,259 

3,441 

282 

24,255 

18,428 

2,232 

1,242 

P. E I 

Total .... 

1,150 

51,344 

981 

46,715 

26 

26 

1,007 

46,841 

391 

22,293 

1863 

Canada 

NS 

. . . 44,620 

. . . 14,382 

42,481 

8,831 


42,481 

8,831 

19,589 

4,326 

3,056 

440 

22,940 

3,620 

1,737 

605 

N.B 

P. E. I 

Total . . 

7,087 

1,905 

5,535 

1,458 


5,535 

1,458 

. . 67,994 

57,305 


57,305 

27,411 

28,902 

1870 

Canada . - . 

N. S 

N. B. . . . 

P. E. I 

. . . 59,021 

. . 8,941 

. . . 6,854 

. . ■ 1,929 

57,528 

5,115 

4,403 

2,101 

4,939 

689 

900 

54 

62,467 

5,803 

5,303 

2,154 

20,625 

2,258 

1,823 

228 

24,898 

1,474 

2,401 

404 

Total. . . 

. . . 76,74s 

69,147 

6,582 

75,727 

24,934 

29,177 

1873 

Canada . . . . 
N. S . . 
N.B... . 

P. E I 

Man 

B C 

. . . 95,560 

11,532 

. . 10,231 

1,960 
1,243 
2,544 

52,546 

6,446 

6,050 

1,301 

589 

2,777 

7,097 

533 

493 

7 

" 48 

59,643 

6,979 

6,543 

1,308 

589 

2,825 

41,009 

3,444 

3,696 

346 

482 

1,526 

21,982 

1,548 

1,438 

363 

371 

2,151 

27,853 

Total. . . 

123,070 

69,709 

8,178 

77,887 

50,503 


[iig] 
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Canadian revenues principally depended. The latter also called 
attention to the danger to Canadian industries of competition 
from the sugar, tobacco, and leather goods producers in the Mari- 
times.®'‘ Nova Scotia replied by emphasizing that she had no 
manufactures of consequence. In 1848 New Brunswick also of- 
fered reciprocity to Canada in all products except spirits. Prince 
Edward Island, however, held back, preferring free trade with the 
United States which, leaders in the colony thought, might be ob- 
tained independently of the other colonies at this time. Canada 
still limited her offer to natural products. In 1850 the colonies 
granted each other free admission of a list of foodstuffs and raw 
materials.®® 

Despite the apparent indifference of Canada to intercolonial 
trade her commerce with the eastern colonies exceeded a half 
million pounds sterling per annum by the eve of reciprocity with 
the United States. Canada had a consistently favourable balance. 
Almost all Canadian imports from the Maritimes came from Nova 
Scotia and Newfoundland, and all but about £ 20,000 came by 
way of the St. Lawrence. Free goods under the reciprocity ar- 
rangement predominated.®® The trade of the seaboard colonies 
and of Canada before and immediately after Confederation is 
shown in Table 5. In 1850 the exports of the three colonies. Nova 
Scotia, New Brunswick, and Prince Edward Island, amounted to 
about one-third of Canada’s total exports. In that year the United 
States was taking about one-third of all colonial exports. 

By 1851 legislatures in Canada and the Maritimes had tried 
their hands as autonomous tariff-making bodies. A comparison 
of their efforts is of interest. Canada had a general rate of 12^ 
per cent which covered the major portion of her import list. Nova 
Scotia’s comparable rate was 6 j 4 per cent. New Brunswick’s rate 
was cent, and Prince Edward Island’s was 5 per cent. 

^Journals of Assembly of Nova Scotia, 1849, App. No. 13, pp. 161-162. 

^Journals of Assembly of Nova Scotia, 1849, App. No. 13, pp. 161-162; 13 & 
14 Viet, c, 3, Canada; 13 Viet., c. 51, N.S.; 13 Viet., c. 2, N.B.; 13 Viet., 2nd Sess., 
c. I, P.E.I. 

^ Report on Trade and Commerce, Journals of Legislative Assembly of Canada, 
1854-1855, App. No. 14, App. D.D.D.D., Tables Nos, i and 2. 
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Revenue duties on tobacco and liquors were also higher in Can- 
ada, and the free list was broader in the Maritimes. In 1851 the 
average revenue per head from the customs was 65. lyid. for 
Nova Scotia; ss. Sy^d. for Prince Edward Island; 85. ly^d. for 
Canada, and 105. ii^d. for New Brunswick.®^ 

As Canada and Prince Edward Island were unwilling to grant 
colonial reciprocity on manufactured products in the early 1850’s, 
complete intercolonial free trade was postponed while the cam- 
paign for reciprocity with the United States was pushed. The 
first efforts in the Maritimes to obtain reciprocity have been 
described above. While Nova Scotia hung back, New Brunswick 
took a leading part in the early stages of the negotiations. Argu- 
ing that the depression of 1849 made reciprocity with the United 
States imperative. New Brunswick urged that, if necessary, the 
United States be admitted to full participation in the fisheries — a 
sentiment that Nova Scotia could not share. When an intercolo- 
nial conference to consider reciprocity was held at Halifax, on 
New Brunswick’s suggestion. Nova Scotia sent observers rather 
than representatives. If concessions were to be granted on the 
fisheries Nova Scotia wanted admission to the United States coast- 
ing trade and the opening of United States registry to colonial 
ships.®® Nevertheless, like the other colonies, Nova Scotia in 1850 
held out an offer of reciprocity in trade to the United States by 
concurrent legislation (13 Viet., c. 58, N.S.). While Nova Scotia 
wished for reciprocal admission of natural products, the colony 
contended that Britain should restrict rather than extend fishing 
privileges.®® 

As reciprocity was widely regarded as a fairly satisfactory sub- 
stitute for lost commercial advantages in the West Indies and the 
United Kingdom, Canada took the lead in pushing the issue be- 
cause the St. Lawrence colony had much the largest stake in trade 
with the United States. In 1853 45.7 per cent of Canada’s total 

Report on Trade and Commerce, Journals of Legislative Assembly of Canada, 
1834-1855, App. D.D.D D., Tables Nos. 3 and 4. 

^Journals of Assembly of A ova Scotia, 1850, pp. l^irch i, 1850. 

^Journals of Assembly of Nova Scotia, 1852, App. No. 17, PP* Peti- 

tion to Queen, Jan. 20, 1852. 



122 


COMMERCIAL POLICYiIN CANADIAN ECONOMY 

exports went to the United States, 25.8 per cent of Nova Scotia’s, 
11.4 per cent of New Brunswick’s, and 21. i per cent of Prince 
Edward Island’s.™ Adding to her sense of grievance when con- 
cessions in the fisheries were offered. Nova Scotia felt she had 
been slighted in the preliminaries to Elgin’s negotiations in W ash- 
ington. Therefore, while the other provinces ratified the treaty 
with fair alacrity. Nova Scotia did so only when faced with the 
imperial government’s determination to ratify without her con- 
sent.’’^’^ 

The economic consequences of reciprocity have been widely 
debated. Like many good things it was received with mixed emo- 
tions, enjoyed with scant appreciation, and widely mourned when 
it was gone. Exports from the colonies to the United States in- 
creased throughout the period although most of the expansion 
occurred in the first eight years of its duration (see Table 5) . The 
American market was much more important to Canada than to 
the Maritimes during and after reciprocity, though the gains of 
the latter were substantial in a relative sense. New Brunswick, as 
had been anticipated, reaped the greatest advantage from the 
opening of the lumber trade to the seaboard states on a duty-free 
basis. The proportion of that colony’s exports going to the United 
States increased from 11.4 per cent in 1853 to 31.4 per cent in 
1865. The United States increased her takings of Nova Scotian 
exports from 25 per cent in 1853 to 40 per cent in 1865, and of 
Prince Edward Island’s from 25 per cent to 42.7 per cent. As 
Table 5 shows, the gains of the United States in the markets of 
the Maritimes were substantial but less in amount and less well 
sustained than the above.™ 

The dominant factor of the decline in the relative importance 

™ S. A. Saunders, Economic History of Maritime Provinces, a Study prepared for 
the Royal Commission on Dominion-Provincial Relations (Ottawa; King’s Printer, 
1939), P- 7 - 

Journals of Assembly of Nova Scotia, 1854—1855? App. No. i, pp- 5 ) 7 j ^ 5 ? 

18, and Journals of Legislative Council, 1854-1855? PP* 21 and 25, 

All British North American colonial exports to the United States amounted to 
$20,000,000 in 1855 and $29,000,000 in 1865* In 1870, five years after the abroga- 
tion of the treaty, Canadian exports to the Republic were practically unchanged 
though total Canadian exports had increased 25 per cent. 



THE MARITIMES AND CONFEDERATION 123 

of American shipments to the Maritime colonies after i860 was 
the Civil War. The war also increased the profitableness of the 
American market. As Dr. Saunders has pointed out, the advan- 
tages of low transportation costs by sea, to Boston and other 
Atlantic coast ports from Halifax and St. John, was most impor- 
tant before the United States had completed her trunk railway 
lines to the interior.'^ Prior to i860 the colonies enjoyed a com- 
parative advantage that American internal development would 
have mitigated even if free trade in coal, lumber, and fish had 
been retained. 

While exports from the colonies were flowing southward in in- 
creased volume, intercolonial trade also flourished. In 1859 Can- 
ada imported $2 75,000 worth of goods from the Maritimes via the 
St. LawTence; by 1865 the total was over $220,000. Sugar was 
the largest export to Canada together with molasses, wine, rum, 
coffee, tea, tobacco, cottons, woolens, iron, hardware, and fish 
products. This list reveals the entrepot character of much of this 
trade. Canada sent over $600,000 of agricultural products to 
Nova Scotia in 1861 out of total exports to the colony of slightly 
more than a million dollars. New Brunswick was an even larger 
importer of Canadian farm products. After abrogation of reci- 
procity, trade both to and from Canada boomed, as much of the 
trade formerly routed through the United States now came direct. 
Canadian shipments to the other colonies increased three and a 
half times between 1863 and 1867.’^^ 

The economic results of the ending of reciprocity are swallowed 
up in its political sequel. Confederation. On the economic side 
the movement towards union was a natural growth, in which the 
reciprocity arrangements of 1850 and 1854 were incidents. De- 
spite the early opposition of Canada to complete customs assimi- 
lation and intercolonial free trade, Galt proposed a plan for inter- 
colonial free trade in 1859, only to have his project condemned 
by the British Board of Trade as compromising the principle of 

™See S. A. Saunders, “Maritime Provinces and the Reciprocity Treaty,” Studies 
in Economy of the Maritime Provinces (Toronto: Macmillan, 1939), PP- and 
112. 

™ See Sessional Papers, Canada, 1860-68, Reports on Trade and Navigation. 
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non-discriminationJ® That body particularly opposed the assimi- 
lation of Maritime to Canadian tariff levels. Opposition softened, 
however, and in i86i Newcastle, who had been emphatic in his 
opposition to discriminatory duties a year and a half before, wrote 
that Her Majesty’s Government would now offer no opposition.'^® 
At an intercolonial conference the following year, the colonies 
decided to postpone complete reciprocity until their fiscal posi- 
tions improved. The Maritimes were unwilling to assume the 
heavy revenue duties of Canada and hesitated to place their in- 
dustries in competition with “the larger and more advanced indus- 
tries of Canada.” 

After 1864 the attention of the colonies turned definitely away 
from halfway measures, such as a customs union, and towards 
legislative or federal union. Impetus came from the threatened 
abrogation of reciprocity with the United States. An important 
step was the Confederate Council which met at Quebec in 1865 
to advise the British government in the negotiation of commercial 
treaties. Besides adopting resolutions relating to the renewal of 
the reciprocity treaty and to trade expansion in the Spanish West 
Indies and Central and South America,'^® the Council also decided 
that broader questions of colonial commercial policy should be 
settled henceforth by common and united action. The decisive 
motion was, “That in event of the abolition of the reciprocity 
Treaty by the United States Government, it is the opinion of this 
council that all the British North American Provinces should 
combine cordially together in all commercial matters and adopt 
such a common commercial policy as will best advance the inter- 
ests of the whole.” 

’“See Journals of Assembly of Nova Scotia, i860, App., pp. 329-333, esp. p. 332. 

Journals of Assembly of Nova Scotia, i860, p. 33s, and 1862, App. No. 22, p. i. 

'^Journals of Assembly of Nova Scotia, 1863, App. 62, p. i. 

™ A commission was sent to Latin America and the West Indies to report on com- 
mercial opportunities. See Canada, Sessional Papers, vol. XXVI (1866), No. 4, 
Paper No. 43. 

’^Macdonald Papers, Reciprocity Treaty 1863-66, Minutes of the Confederate 
Coundl at Quebec, 1865. 
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It was from this commercial conference that the broader pro- 
posals for a confederation emerged. 

Political deadlock rather than economic motives, however, 
probably played the decisive role in the final stages of the Con- 
federation movement in Canada. In the Maritimes a plan for 
legislative union of the three provinces was already under way. 
“The hope of creating a national economy with expanding fron- 
tiers and improved communications may be regarded as the cen- 
tral economic aspiration of the union movement.” Many in the 
Maritimes, however, feared the trade would be all one-way, owing 
to Canada’s advantages as a manufacturing as well as an agricul- 
tural colony. 

The industrial record in the Maritimes gave ground for this 
belief. In 1866 fish made up 40 per cent of Nova Scotia’s exports, 
minerals 16 per cent, forest products ii per cent, agricultural 
products 20 per cent, and manufactures and other exports 12 per 
cent. In the simpler economy of New Brunswick 70 per cent of- 
the exports were forest products. Over one-half the remainder 
were ships in which the lumber was exported.®^ The wooden ship 
industry was already being threatened by the steel steamer. Civil 
War years brought a temporary prosperity, but this was soon to 
collapse. Railways seemed to offer a solution. By Confederation 
New Brunswick and Nova Scotia had 379 miles of railway, which 
had added $10,500,000 to their debts.®® 

Mining, except for gypsum and small quantities of coal, had 
been slow in developing. Nevertheless, gold production in Nova 
Scotia reached 27,583 ounces by 1866.®® The real basis of indus- 
try, however, lay in coal. In 1856, after the monopoly of the Gen- 
eral Mining Association was broken, production and export in- 
creased enormously. Exports rose from 103,322 tons in 1855 to 


Creighton, “British North America at Confederation,’’ p. 45. 

^ Royal Commission, Repoft on Dofninion-Provincial Relations, 3 vols. (Ottawa: 
King’s Printer, 1940), I, 23. 

Report on Dominion-Provincial Relations, I, 23. 

Innis and Lower, Select Documents, op. cit., p. 714. 
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465,194 in 1865.®^ In 1863 the United States imported 263,374 
tons, British North America 58,233 tons, and Nova Scotians con- 
sumed 75,529 tons.®® No efforts were made to exploit the iron ore 
deposits in the Maritime provinces until the 1820’s when two 

TABLE 6 

Imports and Exports, 1865 

Nova Scotia PE. Island New Brunswick 

Imports Exports Imports Exports Imports Exports 


Great Britain 6,316 765 801 328 2,284 2,595 

Canada 509 438 37 10 247 86 

New Brunswick 694 478 222 129 .... .... 

Newfoundland 186 469 16 72 4 13 

Prince Edward Island. . 203 316 .... .... 116 100 

Br. West Indies 667 1,966 24 37 o o 

Fr. West Indies 12 153 o o o o 

Spanish West Indies .. . 1,273 3S1 0000 

United States 4,326 3,620 454 655 3,056 1,737 

France 49 2 o o 32 15 

Portugal 46 9 o o o 2 

Holland 25 o o o 3 2 

Spain 52 10 o o 9 9 

Nova Scotia 351 274 1,071 569 

Other 24 224 o . . .* 265 407 

Total 14,382 8,831 1,905 1,505 7,087 5,535 


* Not available, assumed negligible. 

attempts were made in Nova Scotia. The first, in Annapolis 
County, begun in 1825 with governmental encouragement,, soon 
closed because of lack of skill in manufacture, poor quality of ore, 
and the cost of obtaining limestone. Several efforts were made 
prior to 1874 to revive this plant, but all failed. A second furnace 
set up in 1827 failed for similar reasons. Between 1848 and 1865 
four attempts were made to exploit iron at Woodstock, New 
Brunswick, but all were abandoned and never renewed. In 1856 
furnaces were built at Nictaux Falls, Nova Scotia, and soon 
abandoned. In i860 a furnace was built at Bloomfield, Nova 

^ lunis and Lower, Select Documents, p. 707. 

“ Creighton, “British North America at Confederation,” p. 26. 
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Scotia; this was reported in blast several times prior to 1880.®® 
The most successful iron enterprise in Nova Scotia was begun at 
Londonderry in 1850. As long as rail transport was lacking, this 
plant used charcoal for fuel and had difficulty getting its product 
to market. It, therefore, exerted itself to get the Intercolonial 
Railway as close to the plant as possible. Prior to Confederation, 
the Maritimes had one plant for the production of finished iron 
products — a rolling mill at St. John. 

Though abrogation of the reciprocity agreement forced the 
Maritimes to draw closer to Canada, lively opposition to Confed- 
eration arose in Nova Scotia largely because of misgivings regard- 
ing the probably economic consequences of the “restrictive” com- 
mercial policy of Canada if applied to that colony. Nevertheless, 
the bases for compromise were not absent as Nova Scotia and New 
Brunswick needed assistance in financing public works, particu- 
larly railways. Furthermore, while the tariffs were far apart on 
many items, all the Maritime provinces had raised their duties 
when the reciprocity treaty was abrogated. In Nova Scotia by 
1866 the general rate of ad valorem duty had been increased from 
6J4 per cent, the level of 1851, to 10 per cent to meet the railway 
and public works expenditures of that colony. In New Brunswick 
per cent was the most popular rate instead of the 7J2 per 
cent of 1851, and in Prince Edward Island the 5 per cent rate had 
been doubled by 1866. There was little difference between duties 
in Nova Scotia and Prince Edward Island, but in New Brunswick 
rates were somewhat higher, and compound duties were more 
common. In the meantime, Galt had lost his belief in protection 
and stood ready to revise the Canadian tariff downward. 

In 1866 the Canadian government adopted a new tariff calcu- 
lated to restore duties on commodities which had enjoyed free 
entry under reciprocity and to bring the Canadian list more into 
conformity with tariffs in the Maritimes so that it might stand 
after Confederation as the tariff for the new Dominion (29 & 30 
Viet., c. 6, Prov.). A comparison of the new tariff rates with the 
tariffs of the Maritime colonies is shown in Table 4. The general 

Donald, Canadian Iron and Steel Industry, pp. 55“58- 
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list in Canada was reduced from the 1859 level of 20 per cent to 
15 per cent. The most notable achievement of the act, however, 
was the apparent reversal of a trend in Canada toward higher 
duties on imports of manufactured goods such as textiles, cloth- 
ing, farm machinery, and partially fabricated metal products. 
Specific duties at less than 1859 levels were placed on spirits, re- 
fined and raw sugar, molasses, and tobacco. Reductions were 
made in these commodities as specific duties replaced the high ad 
valorem duties of 1859 which had ranged up to 100 per cent on 
spirits and cordials. Items in the 30 per cent list of 1859, includ- 
ing spices and patent medicines, were for the most part reduced 
to 25 per cent. Likewise, the 25 per cent list of 1859 was reduced 
to 15 per cent in 1866 on leather goods, boots, shoes, and clothing. 
In 1866 this list included almost all kinds of clothing, glass, hard- 
ware, locomotives, and railroad cars. A specific duty of 7 cents 
per pound and 15 per cent ad valorem was applied to tea. This 
represented an addition of 7 cents to the 1859 level. 

The act restored the duties on natural products and manufac- 
tures thereof, which had been free under reciprocity. Specific 
duties were 4 cents for butter, 3 cents for cheese, and 50 cents 
a barrel for wheat flour. Grain, excepting wheat, was subject to 
a duty of 10 cents a bushel, and meat to i cent per pound. Metals, 
iron and steel, railroad bars, sheet scrap iron, and similar partly 
fabricated products were placed on the free list. Agricultural and 
animal products, otherwise dutiable, came in free of duty from 
British North America, and other products could be added to the 
list under order-in-council. An innovation of some importance 
was the adoption of an export duty on sawn logs and shingle bolls 
of pine at $1.00 per thousand board feet, and on spruce at 50 
cents per thousand board feet when destined for any market other 
than British North America. 

The rule for evaluation of goods for ad valorem duty purposes 
was very explicitly stated in 1866, “The fair market value for 
duty, of goods imported into this Province, shall be the fair mar- 
ket value of such goods [in the principal markets of the country 
whence the same were exported directly to Canada] in the usual 
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and ordinary commercial acceptance of the term. . . If 
cash was the usual method of making payment then cash value 
was to be used; otherwise the value of the ordinary credit terms 
was applicable, and no discounts for cash w'ere allowed in deduc- 
tion from the fair market value. This principle of valuation was 
carried over into the post-Confederation tariff of the Dominion. 

Canada thus entered the Confederation having accepted some 
compromise with her commercial policy of the 1850’s. Economic 
and political forces moulding Canadian commercial policy during 
the decades that followed centred around the problem of effecting 
a compromise among sectional interests so that any discrimina- 
tory treatment of commerce to the benefit of industry might be 
accomplished without political disruption. Federal union was 
brought to the Maritimes at a time when their economy — based 
on foreign trade, wooden ships, fishing, and lumbering — ^^vas be- 
ing seriously threatened by the iron steamship and loss of prefer- 
ences, first in the West Indies, then in the mother country, and 
lastly in the United States. The natural advantage of an exposed 
position much closer to Europe than either the St. Lawrence ports 
or New York was not important when steam speeded up ocean 
travel, and the expense of establishing rail communications witli 
either Canada or the United States bade fair to bankrupt the colo- 
nies without accomplishing its object of making the Maritimes 
the focal point for fast traffic to Europe from Boston, Montreal, 
and New York. After the coming of the steamship it became evi- 
dent that only by indigenous industrial development could the 
Maritimes, especially Nova Scotia, hope to continue the economic 
advancement of the past. Would the political weight of the small 
population of these provinces be sufficient to mould Dominion 
economic policy in their interests? It was the misgivings over the 
answer to this question that made Maritime leaders reluctant to 
enter Confederation. 

In this chapter we have traced the disappearance of mercantil- 
ist restrictions in the Maritime colonies imder the pressure of 
colonial needs, made possible by the changing economic philoso- 


29 & 30 Viet., c. 6, sec. ii, Provincial. 
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phy of the mother country. The attempt of the colonies to retain 
those elements of the old policy that fitted their particular self- 
interest, namely, monopoly of the entrepot trade with the West 
Indies, failed because of the aggressiveness of United States com- 
mercial interests, dissatisfaction in the Indies, and the insuffi- 
ciency of colonial resources for the trade at hand. Flirtations with 
protection by agriculture and industry occurred in the seaboard 
colonies as elsewhere but were accompanied by the equally strong 
desire to preserve the advantages of low cost production in lum- 
bering and the fisheries. The desire for wider markets by the 
commercial interests of the Maritime colonies, together with the 
conciliatory policy of Canada in assimilating her tariff to that of 
the Maritimes, in 1866 effected a temporary compromise between 
the diverse economic objectives of two sections of British North 
America and helped to make Confederation possible. 



CHAPTER VI 


REVENUE TARIFF 

“At the time of Confederation Canada was just beginning to 
emerge from the commercial into the industrial age.” ^ Agricul- 
ture and trade remained the basic occupations of the population 
of Ontario and Quebec while lumbering, fishing, ship-building, 
and sea-borne commerce dominated New Brunswick and Nova 
Scotia. Prince Edward Island, the agricultural centre of the 
Maritimes, was still outside the new Dominion. The tempo of in- 
dustrialization increased in the first decade of Confederation, 
especially in the central provinces, and by 1878 the manufacturer 
and the industrial worker were political forces of the first rank. 
During the years immediately after 1867, however, the issue of 
protection versus free trade, which had been raised in the i8so’s, 
was of lesser importance. Attempts to obtain a renewal of reci- 
procity with the United States were of greater immediate concern. 

The abrogation of the reciprocity treaty was offset by high 
post-war prices in the United States and a rising foreign exchange 
value for the American dollar, so that the unneighbourly act of 
abrogation resulted in but a temporary setback to Canadian ex- 
ports. Although purchases by the United States from British 
North America were reduced from the abnormal $48,000,000 of 
1866, the last year of reciprocity, to about $25,000,000 in 1867, 
by 1870 the United States was absorbing more Canadian goods 
than during any but the last year of the Elgin-Marcy treaty. 
Nevertheless, the reciprocity issue remained very much alive in 
Canada and, together with railroad construction, was a leading 
topic of public interest during the first decade of Confederation 
in spite of the rebuffs of 1864 and 1865. The offer of reciprocity 
in fish, lumber, grains, and animals was held out to the United 
States in early Canadian tariffs. Diverse reports on reciprocity 
were submitted to the United States government, and Canadians 

R&po ft on Dominion-Provincial Relations, I, 33. 



132 COMMERCIAL POLICY IN CANADIAN ECONOMY 

believed that renewal of the trade agreement was highly probable 
when tempers aroused by Civil War disputes had cooled. 

Both Canadian and British statesmen- were eager to secure a 
renewal of the Elgin-Marcy treaty, perhaps appreciating its value 
more after abrogation than before. Nor were they without sup- 
port in Washington although Civil War memories, the provincial 
tariffs of pre-Confederation Canada, and the unfavourable bal- 
ance of trade of the United States handicapped their efforts. In 
April 1868 David A. Wells and George W. Brega, then employees 
of the United States Treasury and proponents of freer trade, 
asked the Canadian government to take the initiative in negotia- 
tions, and the House of Representatives passed a resolution fa- 
vouring reciprocity.^ In June 1869 Secretary of State Hamilton 
Fish invited the British Minister, Thornton, to discuss the North 
Atlantic inshore fisheries and commercial relations. These two 
subjects had been linked together in previous negotiations, to the 
dismay of Nova Scotia, and now with the initiative coming from 
Washington chances for a trade agreement seemed good. Sir John 
Rose, who was in Washington at the time, acted as emissary of 
the Macdonald government. His discussions with Fish covered 
access to the inshore fisheries and to inland waterways and reci- 
procity in some manufactured articles, as well as natural prod- 
ucts. Since Fish was not willing to press the matter with a 
recalcitrant Congress, the negotiations failed.® Prince Edward 
Island, not yet in the Dominion, expressed a desire for the estab- 
lishment of free trade with the United States and for a local 
settlement of the fisheries question. This was not regarded 
favourably by the British government as the other colonies were 
excluded, and these negotiations were dropped.* Later in 1869 

®Many years later a political opponent of Macdonald declared that the latter 
supplied Brega with a large sum in gold to work for the renewal of reciprocity at 
this time. Macdonald Papers, Commercial Relations with the United States, pp. 
5o™5i, E. A. C. Pew to Sir John Macdonald, October 28, 1889. 

® A. H. U. Colquhoun, ^^Reciprocity Negotiations with the United States in 1869,” 
Canadian Historical Review, VIII, 233-242. 

^P.A.C., Series G, vol. 321, p. 51, Dundas of P.E.I. to Buckingham, July 29, 
1868. 
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the Grant adnainistration came out against a renewal of the old 
reciprocity treaty, and the lumber and coal interests, its arch foes 
in Congress, showed enough strength to assure defeat.® 

The idea of a commercial union or American Zollverein, which 
would eliminate all tariffs between Canada and the United States, 
however, had some support in Congress. Prior to the abrogation 
of reciprocity Representative Elijah Ward and special investigator 
James W. Taylor reported favourably on such a plan.® In June 
1866 Taylor’s report to Congress on Canadian-American trade 
stressed the desirability of American support to Canadian devel- 
opment, especially in railroad building, as the entering wedge for 
possible annexation.’’ On June 27, 1866 E. H. Derby of Boston, 
in a detailed report to the Department of State, urged political 
union, but said, “If a perfect union cannot be effected, the plan 
of a Zollverein, presented by our Secretary of the Treasury in his 
late able message, is a near approach to it, and offers to each coun- 
try many advantages.” ® American expansionists and annexation- 
ists thought that a favourable trade arrangement for Canada 
might be traded for British territory west of 90° west longitude.® 
In Canada commercial union had been favoured by Isaac Bu- 
chanan in 1864, and a favourable motion was introduced in Par- 
liament by the Liberal, L. S. Huntington, in 1870.^® Not much 
support was gained for the proposal in Canada, and the British 
government, while it did not directly place itself in opposition to 
a customs union, warned that any arrangements affecting manu- 
factures must be on a most-favoured-nation basis and must not 
discriminate against British industry.^^ 

The Washington Treaty of 1871, so unsatisfactory from Can- 


® Lester Burrell Shippee, Canadian-American Relations^ i84g~i8y4 (New Haven: 
Yale University Press, 1939), pp. 313-317. 

^Senate Exec, Docs., No. 80, 62A Cong., ist sess., vol. 13, pp. 670 and 699-700. 
’^Senate Exec, Docs., No. 30, 39th Cong., 2d sess., p. 21, 

^Senate Exec, Docs,, No. 80, 62d Cong., ist sess., vol. 14, p. 995, and Annual Re- 
port of the Secretary of the Treasury, 1866, p. 28. 

^Senate Exec. Docs., No. 80, 62d Cong., ist sess., vol. 14, pp. 1170-1171. 

Buchanan, Industry of Canada, pp. 19-20 and Debates, 1870, voL I, c. 449. 

^ Shippee, Canadian-American Relations, p. 312. 
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ada’s point of view, and the abortive efforts of George Brown to 
obtain renewal of reciprocity in 1874 concluded this phase of the 
struggle for better trade relations. Macdonald went to Washing- 
ton in 1871 as one of the British commissioners to settle all the 
issues which had been troubling British- American relations since 
the end of the Civil War. These included, in order of importance 
from the Canadian point of view: trade relations, — specifically 
the renewal of reciprocity — ^the fisheries question, and reciprocal 
rights of navigation on the St. Lawrence and other waterways of 
the United States and Canada.^^ The Washington Treaty pro- 
vided for free fish and a monetary award to be decided by impar- 
tial arbitration in return for fishing privileges for Americans along 
the Canadian coast. The agreement became effective July i, 1873, 
and was terminated by the United States in July 1885. The right 
of transit for Canadian goods in bond through the United States 
was also secured to Canada for twelve years as a result of the 
treaty. Macdonald’s failure to obtain trade advantages in return 
for the fishing rights brought down on him much criticism in Can- 
ada, but he seems to have laboured strenuously for the Canadian 
cause and evidently anticipated that the sacrifice by Canada of 
the fisheries’ privileges without reciprocity would be rewarded by 
a British guarantee for a Canadian railway loan.^® 

In 1874 George Brown went to Washington as a special emis- 
sary of the Mackenzie government to attempt to secure a renewal 
of the Elgin-Marcy Reciprocity Treaty in so far as it related to 

^From the American and probably also the British point of view, the claims 
arising out of the depredations of the Confederate commerce raider Alabamaj which 
had been built in a British port, the fisheries question, and the San Juan boundary 
were of greater importance than the reciprocity question. This difference in view- 
point condemned the best efforts of Macdonald to failure, and the Canadians found 
the results of the negotiations highly unsatisfactory. The Fenian raid damages of 
Canada, which might have been held as a counter-claim to the Alabama claims 
were not considered. The island of San Juan on the Pacific coast went to the 
United States, and she collected over $15,000,000 in damages on account of the 
Alabama claims. See George M. Wrong, The Canadians, the Story of a People 
(New York: Macmillan, 1938), p. 371. 

Shippee, Canadian-American Relations, p. 372. 
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natural products and the fisheries. The Liberals at this time were 
willing to add to the free list of the Elgin-Marcy treaty salt, 
manufactures of wood, iron and steel, many agricultural imple- 
ments, and miscellaneous manufactured articles.^^^ Little debate 
took place in Parliament as Canadians remained justly skeptical 
of the success of these proposals. British manufacturers and even 
the Canadian Board of Trade opposed them.^® The treaty 
(Brown-Thornton-Fish Convention) died in the United States 
Senate, which was preoccupied with monetary and revenue ques- 
tions at the time. . 

While pursuing the will-o’-the-wisp of reciprocity Canadian 

politicians had not been neglecting the more realistic phases of 
tariff policy. Among the powers bestowed on the federal 
ment by the British North America Act was the unrestricted and 
exclusive control over the customs.^® The leaders of the union 
movement in what had been the province of Canada regarded the 
control of the customs tariff, which had produced over 6o per cen 
of the total revenues of the provinces, as the greatest force for 
welding the provinces into a united nation. Furthermore the 
Dominion had assumed responsibility for the developmental (ra - 
way, canal, and municipal) debts of the provinces to the extent of 
over $88,000,000 at Confederation.^^ Revenue was, therefore, the 
prime objective of the first Dominion tariffs, and as capital im 

“Edward Porritt, Sixty Years of Protection “ 

MacnnUan. rgcS), p. W3. In 

coastwise trade of the United States for Canajan^aps remov^l^o ^ 
canal tolls, reciprocal admission of patent right , a P 

garding navigation on Lake on ^ Lakes See Ses- 

at joint expeMe> Alexander Mackenzie, March 9, 1874- 

l^ Ahresses (Toronto: Morang and Co., r 905 ), 

^»The British-North America Aa P-id®d 

in force until altered by ^ citations of statutes refer to 

(1867) repealed the provincial acts. ^ (Hereatter 

those of the Dominion unless otherwise noted.) 

Report on Dominion-Provincial Relations, 1 , 42- 
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ports sustained a growing import trade customs revenues rose 
from $9,000,000 in 1867 to $14,000,000 in 1874. Protection was 
ostensibly a waning cause in the first tariffs of the Dominion. 

In his speech introducing the provincial budget of 1866, which 
largely assimilated the Canadian tariff to those of the seaboard 
colonies, Alexander Galt said: 

The policy of this country has been to make every article of natural 
production imported into the province free and for revenue purposes 
to impose duties on all those manufactured articles which it was thought 
were able to bear the burden, affording at the same time an incidental 
amount of protection to our manufacturers. Now we propose to de- 
crease the duties on the largest class of manufactured goods entering 
the country, and to take them off altogether from those articles which, 
to a great extent, enter into the manufacture of other articles in this 
country.^® 

Galt expressed the hope that eventually all duties on manufac- 
tures might be removed. His change of heart since 1859 was due 
to the conviction that free trade was to be the future policy of 
Europe as it was of England and the desire to win the Maritimes 
to enthusiastic support of Confederation. Manufacturers, who 
attempted to organize for a return to higher duties, had no 
success.^^ 

In 1867 the first tariff of the Dominion Parliament (31 Viet., 
c. 7) continued without much debate the basic rates of the provin- 
cial tariff of 1866. Duties of 15 per cent ad valorem remained on 
the general n.o.p. list. The export duty on timber and certain 
timber products from Quebec and Ontario was repealed. The 
duty on flour was lowered from 50 cents to 2 5 cents a barrel. Pro- 
vision was made for placing goods from British North American 

“ Budget Speech, 1866, quoted in W. A. Mackintosh, “Economic Background of 
Dominion-Provincial Relations,” App. 3 to Report on Dominion-Provincial Rela- 
tions ^ p. 17. 

^S. D. -Clark, The Canadian Manufacturer^ Association (Toronto: University of 
Toronto Press, 1939), p. 3. 
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colonies not yet in the Dominion on the free list by order-in- 
council. As for tariff administration, Canada’s method of fixing 
value for duty at the fair market price in the country of export 
was continued. To establish classifications for duty purposes, the 
Minister of Customs was empowered to set standards for levying 
duties on sugar and other commodities that required scientific 
grading (31 Viet., c. 6). 

The tariff underwent no substantial changes during the Mac- 
donald coalition administration while Galt, Rose, and Hincks in 
turn were ministers of finance. The amendments of 1868 (31 
Viet., c. 44) were important, however, as this was the first year 
of real parliamentary debate on the tariff question in the new 
Dominion. At this time the Dominion adopted the provincial 
practice of allowing drawbacks on exports of manufactured prod- 
ucts equal to duties paid on imported materials used in their pro- 
duction. The export duty on oak, pine, spruce timber, shingles, 
and stove bolts, repealed in 1867 with respect to Ontario and Que- 
bec, was reimposed on October i, 1868. Duties levied in 1866 on 
goods entering free ports in Canada were repealed. Taxes on 
flour, meal, grain, breadstuffs, and salt were removed to help 
reconcile the Maritimes to Confederation. Coal was also placed 
on the free list. Horses and cattle were taken off the general 15 
per cent list and given specific duties of $15.00 and $10.00 per 
head. Many iron products including bars, sheets, plates, rods, 
hoop, and wire were taken off the free list, where they had been 
placed in the great swing in the direction of free trade in 1866, 
and given nominal revenue duties of 5 per cent. Locomotive en- 
gines, together with railway construction equipment, were how- 
ever added to the free list. Commodities of general domestic use 
bore moderate specific rates, butter and cheese entering at 4 cents 
and 3 cents per pound respectively. On sugar and molasses the 
consumer received less favorable treatment with the imposition 
of compound duties amounting, in years of low prices, to over 40 
per cent on an ad valorem basis. The reliable revenue producers, 
narcotics and intoxicants, as usual bore substantial compound 
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grains were used in liquor production. Molasses could be manu- 
factured into spirits in bond without payment of duties. Some 
additions were made to the list of goods that could enter freely 
from the British North American colonies, and the door was again 
left open to joint negotiations if the United States were agreeable 
to reciprocal tariff reductions. This tariff also contains an instance 
of imperial preference, for salt, which was made dutiable at 5 
cents per bushel, was allowed free entry not only when it was used 
for the fisheries but also when it was imported from the United 
Kingdom or the Empire for any purpose. This provision was re- 
enacted in subsequent tariffs. 

Popular disapproval of the tariff of 1870 was widespread, and 
in 1871 the government placated consumers and exporters by re- 
moving the 5 per cent increase of 1870 (34 Viet., c. 10). Clearly 
no “National Policy” was contemplated in 1871. Some encour- 
agement to domestic manufacturing was afforded, however, when 
the Governor-in-council was empowered to place machines used 
by Canadian manufacturers on the free list if satisfactory evi- 
dence was presented that similar machinery was not manufac- 
tured in Canada. Materials for use in Canadian manufacturing 
enterprises, whether natural products or partially manufactured 
goods, could also be placed on the free list by order-in-council. 
The weakening control of the coalition government was evident 
in the outcome of the budget debate of 1871. Macdonald was at 
the Washington conference, and the government, although willing 
to reduce duties on consumer’s goods in response to popular de- 
mand, did not wish to remove the duties on coal and flour during 
the negotiations for fear of weakening his bargaining position. 
But when Luther M. Holton, an opposition member, moved that 
duties on coal, coke, flour, and wheat be removed, the motion 
carried despite government opposition In July 1872 the un- 
popular tea and coffee duties amounting to 15 per cent — ^plus 3^4 
cents for black and 7 cents for green tea, and 3 cents and 4 cents 
per pound for green and roasted coffee — were repealed (35 Viet., 
c. ii). The United States had recently removed her duties on 

^Debates, 1871, vol. II, cc. 585 and 59I-S9S- 



140 COMMERCIAL POLICY IN CANADIAN ECONOMY 

these products, and past experience had shown the futility of 
Canadian duties on these articles when they entered the United 
States freely and from there could be smuggled into Canada. At 
the same time, however, provision was made for a retaliatory 
duty on tea or coffee from the United States if that country levied 
a discriminatory duty on tea or coffee from Canada (35 Viet., 
c. 12). 

The coalition’s position continued to deteriorate. In 1872 the 
Liberals charged Macdonald with failure to uphold Canada’s in- 
terests at Washington. Comment from the Maritimes over the 
sacrifice of their fishing monopoly was bitter, for free entry for 
fish into the American market was not considered an adequate 
quid pro quo even with the money settlement thrown in, especially 
when the Americans put a heavy duty upon the containers in 
which Canadian fish were packed. The people of Ontario and 
Quebec regarded Macdonald’s railway promises, particularly to 
British Columbia, as too lavish, and impossible of fulfillment.^^ 
Though the government was successful in the election of 1872 by 
a narrow margin, in the next session a want-of-confidence motion 
over alleged malfeasance in accepting campaign contributions 
from Sir Hugh Allan, who was interested in contracts for the pro- 
posed Pacific railway, resulted in Macdonald’s defeat and resig- 
nation. The Conservatives were decisively beaten in an appeal to 
the country in the election of 1873. 

On November 5, 1873, the Macdonald cabinet resigned, and 
Alexander Mackenzie, the Liberal leader, was asked to form a 
government. During the seven years of federalism from 1867 to 
1873 a form of customs tariff, with protection as a secondary con- 

^In 1866 Vancouver Island and British Columbia were joined in a legislative 
union. British Columbia had had a 10 per cent ad valorem tariff since 1858 with 
specific duties on foodstuffs and a large free list established by proclamation by Sir 
James Douglas (P.A.C., Series G, vol. 353, p. 220, Douglas to Hudson^s Bay Co., 
March 18, 1859). Vancouver remained on a free trade basis, and customs squabbles 
with British Columbia over the operation of Victoria as a free port were frequent. 
Both the island and the mainland had trouble making ends meet after the decline 
of gold mining after 1864 (Creighton, “British North America at Confederation,” 
p. 34). British Columbia was brought into the Dominion in 1871 with the promise 
that a Pacific railway would be completed within ten years. 
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sideration, had been utilized as the principal fiscal instrument of 
government. The 15 per cent rate on most dutiable imports had 
sustained a rapidly increasing flow of revenue during the prosper- 
ous sixties and early seventies. Groups in central Canada had 
begun to agitate, as in the 1840’s and iSso’s, for a protective tariff 
that would encourage domestic manufacturing and be a counter- 
poise and a bargaining weapon for use against the high tariff of 
the United States. But until the depression of the late 1870’s seri- 
ously curtailed the country’s exports, little progress was made by 
the protectionists as few Canadian industries were dependent 
upon protection for survival and the eastern provinces were 
strongly opposed to sharing its burdens. 

Mackenzie’s ministry contained proponents of the free trade 
philosophy which had received widest acceptance in England dur- 
ing the previous decade. Among them was Sir Richard Cart- 
wright, the new Finance Minister. But Sir Richard did not as- 
sume the finance portfolio at a time suitable for tariff reductions 
in a country dependent on the customs for two-thirds of its fed- 
eral revenues. For twenty- three years, beginning in 1874, the 
price level at home and abroad was carried downward; foreign 
trade shrank; and capital imports declined throughout the Lib- 
erals’ term of office. 

The revenue exigencies of 1874 were such that a 2j4 per cent 
increase in the general tariff list was necessary, making the n.o.p. 
rate 17^4 per cent. The 10 per cent list was lengthened by adding 
some items from the free list and some which had been dutiable 
at higher rates. The unpopular duties on tea and coffee, which 
had been removed in 1872, were reimposed at 3 cents and 4 cents 
per pound on black and green tea and two cents and 3 cents for 
green and roasted coffee respectively. This step elicited substan- 
tial opposition throughout the country. Iron and partially manu- 
factured steel were given a 5 per cent revenue duty. These and 
other changes contained in Cartwright’s first budget raised the 
average rate of duty to about 20.5 per cent, that is to say, almost 
I per cent higher than it had been under the coalition ministry.'*^ 


^ MacLean, Tarilff History, p. 16. 
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Duties on cigars, whiskey, wine, cordials, and tobacco were raised 
one-fifth to one-third above the rates of 1870. No attempt was 
made to provide particular favours for domestic manufacturers. 
Non-competing factory machinery imported from the United 
States paid the same 10 per cent rate as cotton thread, warp, felt, 
and other textile products similar to those produced in Canada 
(37 Viet., c. 6). In this respect the Mackenzie-Cartwright ad- 
ministration remained true to its economic principles throughout 
its five years in office. 

In 1876 there were charges that even a revenue tariff was a 
monopoly breeder in the small domestic markets of central Can- 
ada. Attack was centred on the 15 cents per gallon duty on crude 
petroleum which the Conservatives had imposed. The petroleum 
industry had enjoyed something of a boom in Western Ontario 
during the early seventies under this duty. “The result of this 
protection was that rings were formed among the oil producers 
and refiners of Western Ontario to increase the cost of petroleum 
to the consumer. . . . Instead of oil selling at 15 cents to 20 
cents [per gallon] it costs 28 cents wholesale.” Though Cart- 
wright said he was not willing “to wipe out of existence a Cana- 
dian industry which had grown up under the protection of the 
law as enacted by the hon. gentlemen opposite,” in 1877 the 
duty on crude petroleum was reduced from 15 cents to 6 cents per 
gallon (40 Viet., c. 11). In the same year an act to clarify admin- 
istrative problems was also passed (40 Viet., c. 10).^^ 

Protection versus free trade was the principal subject of debate 
in Parliament and the country during the closing years of the 
Mackenzie administration. Since this debate furnished the back- 

^Debates, 1876, p, 661. 

^ Debates i 1877, p. 142. 

^The Governor-in-council was empowered to select places of entry for goods 
coming into Canada and in doubtful cases to fix the duty. The importer, in cases 
of doubtful appraisal or classification, had the right of appeal to the Minister of 
Customs and then within a designated period to the courts. Provision was made 
for exempting from import duties goods admitted for warehousing and reexport. 
Cattle and swine could now be slaughtered and grain milled and sugar refined in 
bond. 
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ground of a supremely important national decision, namely, the 
adoption of an avowedly protective tariff, discussion of it will be 
postponed to the next chapter. 

A virtue of the tariff policy pursued by Sir Richard Cartwright 
was its stability, the 1874 rates remaining substantially unaltered 
throughout the four-year period 1874-1878. The economic phi- 
losophy was that of laissez faire in commercial policy though 
fiscal necessities made its practical realization impossible. The 
policy of taxing luxury products by a fiscal tariff during depres- 
sion was sound, in the absence of remunerative income and prop- 
erty taxes, but the taxable base proved to be a narrowing one, and 
recurrent budget deficits occurred after 1874. Canada did not 
possess a distinctly well-to-do class likely to consume substantial 
quantities of luxuries dutiable at 25 per cent and expensive liquors 
dutiable at $1.00 a gallon. The large class of necessary consump- 
tion goods taxable at moderate rates alone proved a reliable source 
of revenue. 

What of economic conditions in the Dominion under its first, 
and last, real “revenue tariff”? The first important factor to be 
considered is the effect of the abrogation of the Reciprocity 
Treaty. Some domestic commodities fell in price in the leading Ca- 
nadian markets when they became dutiable at the border, but 
wheat, flour, and timber were important exceptions. Wheat and 
flour were rising in price before the abrogation, and their upward 
progress continued; flour which was $4.25 per barrel in January 
1865 was $6.75 in December 1867.®® As for timber, a report to the 
United States Congress in June 1866 stated that, “Since the abro- 
gation of the reciprocity treaty, American purchasers are paying 
higher rates for Canadian timber, and in larger quantities, than 
in 1865, notwithstanding the necessity of paying a duty of 20 
per cent on the frontier of the United States.” Exports to the 
United States of the principal lumber products increased from 
about $4,600,000 in 1866 to over $5,000,000 in 1867. The recov- 

Senate Exec. Docs., No. 8o, 626. Cong., ist sess., vol. 14, p. 1175 (Brega Report). 

^Senate Exec. Docs., No. 80, 62d Cong., ist sess., vol. 13, p. 886 (Taylor Re- 
port). 
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ery in the foreign exchange value of the American dollar after 
1866, together with the high price level in the United States during 
the reconstruction period, undoubtedly gave a stimulus to Cana- 
dian exports. Prices in Boston and New York in 1868 were on 
the whole much higher for raw materials and food than those in 
British North America, even allowing for transportation costs. 
In September 1868, potatoes were only 25 cents a bushel in 
Prince Edward Island while they were $1.20 a bushel in Boston 
and New York. Coarse grains were twice as high in the American 
cities, and herrings $3.00 a hundredweight in Charlottetown and 
$8.00 in New York. Long lustre wool was 30 cents per pound in 
Canada at the same time it was bringing 70 cents on the Boston 
wool market.®® The principal exports of the Canadian provinces 
to the United States after Confederation, as before, were animals, 
furs, coal, lumber and its products, wool, wheat, and wheat flour 
though the latter declined substantially after the repeal of reci- 
procity.®^ 

The attraction of the United States market despite the abroga- 
tion of the reciprocity treaty is evident from an examination of 

Senate Exec. Docs., No. 8o, 626. Cong., ist sess, vol. 14, p. 1242 (Derby 
Report) . 

An analysis of total exports by commodity groups for the seven years 1869 to 
1875 shows woods and paper in first place with 38 7 per cent of the total; animal 
products second with 24.1 per cent; other agricultural products, 12.3 per cent; non- 
metallic minerals 2.9 per cent; and non-ferrous metals, iron and steel, fibres and 
textiles combined about 4 per cent (K. N. Taylor and H. Michell, Statistical Con- 
tributions to Canadian Economic Bistory (2 vols., Toronto: Macmillan, 1931), II, 
5). See also Senate Exec. Docs., No. 80, 62d Cong., ist sess., vol. 14, pp. i3Si--i352, 
for statistics on certain United States imports from British North America: 


Article 

i860 

1865 

In $1000 

‘ 1870 

Wheat 

1.78S 

1,69s 

863 

Wheat flour 

3,008 

2,970 

3 S 2 

Animals 

1, 659 

S,S 03 

6,130 

Furs 

00 

443 

623 

Coal 

497 

1,310 

613 

Timber and lumber 

3.416 

4,Si6 

8,673 

Wool 

341 

1,527 

820 

Total U.S. imports from Canada 

23,063 

38,831 

32,090 
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the trade balances. Although the Canadian balance of trade with 
all countries was passive from Confederation until 1880,®^ 1874 
was the first year in a decade that the United States failed to im- 
port from Canada more than she exported to the Dominion. In 
1870 exports from the United States to all the British North 
American colonies amounted to more than $25,000,000, nearly 
$22,000,000 of which came to Canada.®^ About $9,000,000 of 
these Canadian imports were dutiable and $13,000,000 were free. 
The most important imports from the United States were sugar 
and molasses, general hardware, coal and coke, flour, grains of all 
kinds except corn, Indian corn, hides, woolens, and machinery. 
Of the last about half a million dollars’ worth was imported in 
1870.®^ Canadian exports to Great Britain were doubled between 
1868 and 1874 as compared with a 30 per cent increase in exports 
to the United States.®® With the mother country, however, a sub- 
stantial excess of imports over exports was recorded during this 
period. 

As for the composition of Canadian imports between 1871 and 
1875, only 4.6 per cent of imports were raw materials, but as 
manufacturing activity increased in the Dominion the proportion 
of raw materials to total imports increased to 5.9 per cent in 1876- 
1880, and 10.2 per cent in 1881-1885.®® From 1869 to 1875, 27 
per cent of imports were of agricultural origin, 26.5 per cent were 
textile products, and 12.8 per cent were iron and steel.®^ 

No important change in the barter terms of trade occurred 
from 1869 to 1873, but after that year the terms began to turn in 

Canada Year Book (Ottawa, 1939) , p. 503. Percentage Ratio of Total Exports 
to Imports: 


1868 

78.SS 

1871 

80.13 

1874 

70.92 

1877 

79.83 

1869 

89.07 

1872 

74.92 

187s 

64-45 

1878 

87.56 

1870 

9S.OI 

1873 

69.03 

1876 

86.18 

1879 

89-94 


1880 123.23 


^Senate Exec. Docs., No. So, 62d Cong., ist sess., vol. 14, p. 1291 (Lamed 
Report) . 

Senate Exec. Docs., No. 80, 62d Cong., ist sess., vol. 14, p. 1296. 

Report on Dominion-Provincial Relations, I, 47. 

Taylor and Michell, Statistical Contributions, II, 6. 

Taylor and MicheU, Statistical Contributions, II, 4. 
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Canada’s favour.®® In quantitative terms, however, American 
producers gained considerably on the Canadian market at the 
expense of both domestic and British competition during the 
1874-1878 interval. Importations of British goods were reduced 
from $68,000,000 in 1873 to $37,000,000 in 1878. During the 
same period, imports from the United States increased from $45,- 
000,000 to $48,000,000. 'On the other hand, exports to Great 
Britain from Canada increased from $31,000,000 in 1873 to $36,- 
000,000 in 1878, while Canadian exports to the Republic declined 
from $37,000,000 to $24,000,000 in the same period.®® In 1878 
the Dominion imported $18,000,000 worth of flour, grain, and 
animal products from the United States. 

One may conclude, therefore, that up to 1874 the abrogation of 
reciprocity was counterbalanced by other factors favourable to 
Canadian exporters to the United States. Thereafter Canada lost 
her favourable position as currency stabilization in the United 
States, higher tariffs, and the rapidly increasing efficiency of 
American industry reduced exports and increased imports from 
the Republic. 

The influence of the tariff on industrial development in Canada 
during the first decade of Confederation was not striking. As 
Professor Mackintosh says, “Examination of the Census of 1871 
reveals that Canada had made some progress along the path of 
industrialization. Few of her important industries were, however, 
dependent on the very slight tariff protection of those days.” 

In his study for the Sirois Commission, he estimated that 12 per 
cent (measured by number of employees) of Canadian industries 
in 1871 were of the naturally sheltered type, for example, small 
shops and service establishments; 43 per cent were processors of 
raw materials, such as saw and flour mills, whose locations near 
the source of supply were determined by economic necessity; and 
45 per cent were subject to external competition though favoured 

“Taylor and Michell, Statistical Contributions, 11, 6 - 7 . 

^Canada Year Book (Ottawa, 1940), pp. S3o-*53X- 
W. A. Mackintosh, ^^Economic Background of Dominion-Provincial Relations,” 
App. 3 to Report on Dominion^Provincial Relations^ p. 17 . 
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by transportation costs and cheap raw materials from England 
(for woolens and some iron and steel products) as well as by the 
tariff. 

At Confederation, Canada’s industrial community was decen- 
tralized, and production units were small. The products of local 
extractive industries, such as agriculture and lumbering, fur- 
nished the raw materials for flour mills, tanneries, local cheese 
factories, and some small manufacturing establishments not far 
removed from the domestic stage of industrial development, serv- 
ing local markets for the most part.^^ ' The high transportation 
costs except when water transport was available, the peculiarity 
of local demand, and the necessity of effecting repairs on the spot 
contributed to the development of local village or town industry. 
Boot and shoe establishments, tailoring and clothing shops, sugar 
refineries, cabinet and furniture shops, and farm implement fac- 
tories were stimulated by the natural protection afforded by inade- 
quate transportation and communication facilities. Ontario 
woolen mills were started during the cotton famine of the Civil 
War. 

The degree of self-sufficiency attained in manufacturing indus- 
tries in the census year of 1871 is shown in Table 7. Among the 
industries awarded special tariff protection were agricultural ma- 
chinery, boots and shoes, brewery and distillery products, and 
tobacco. In these, domestic producers were supplying more than 
90 per cent of the goods consumed in their respective fields. In 
such lines as cheese products, clothing, meats, flour, and meal, 
however, little protection was afforded by the low revenue tariffs, 
and still almost all of the goods consumed were produced by do- 
mestic sources. On the other hand, sugar refining had received 
generous protection during the late fifties and early sixties, yet 
less than 60 per cent of the sugar consumed came from Canadian 
refineries. Canadian manufacturers were indeed placed at some 
disadvantage because of credit conditions. While investment 
capital was scarce in Canada and credits expensive for Canadian 
manufacturers, long-term British credits were available to Cana- 


Skelton, “Economic History,” pp. 104-108. 
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dian dealers in British goods. Consequently manufacturing, as 
compared with commercial, development was retarded until more 
substantial tariffs were imposed. 

TABLE 7 

Production and Consumption in Canada, 1871 


Industries 

Value of 
Production 
in $1000 

Production as 
Percentage of 
Consumption 
and Exports 

Duty and Date 
of Application 

Agricultural machinery 

2,68s 

95 

iS% 

1866 

Boots and shoes 

16,134 

99 

iS% 

1866 

Brewery products 

2,141 

95 

1 S% 

1866 

Furniture 

3,581 

97 

15% 

1866 

Carriages 

4,849 

99 

IS% 

1866 

Cheese 

1,602 

99 

3 ^ 1 h. 

1868 

Cottons, denims 

782 

24 

iS% 

1866 

DistiUery products 

4,093 

97 

80^ gal. 
(whiskey) 

1866 

Flour and meal 

39,136 

94 

25^ cwt. 

1866 

Glass 

293 

6s 

15% 

1866 

Foundry products 

893 

79 

free 


Machine manufactures 

7,326 

93 

free by 

order-in-council 

Meats 

3,800 

88 

ijz'lb. 

1866 

Oil (coal, kerosene) 

3,09s 

99 

IS% 

1866 

Paper 

1,072 

82 

IS% 

1866 

Rope, twine 

770 

95 

15 % 

1866 

Saddlery, harness 

2,46s 

95 

15% 

1866 

Soap, candles 

1,324 

95 

15% 

1866 

Stone and marble 

1,088 

97 

iS% 

1866 

Sugar (over 90 D.S.) 

4,133 

60 

$3 cwt. 

1868 

Tanneries (leather) 

9,185 

91 

15% 

1866 

Tobacco 

2,43s 

98 

i 2}4% and 
lb. 1870 

Woolens — 

S,So8 

8s 

15% 

1866 

Earthenware 

331 

39 

iS% 

1866 


In some of the extractive industries the need for adjustment 
after the abrogation of reciprocity gradually became apparent 
especially when the depression of the 1870’s set in. The coal 
operators of Nova Scotia and the slate producers of Quebec com- 
plained of American competition in Canada, and of the inacces- 
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sibility of the United States market. Canadian lumber production 
was hard hit by the depression and in 1875 was 50 per cent lower 
than it had been in 1872. Canadian lumber was forced out of the 
New England lumber market by the domestic competition of 
Michigan and Wisconsin. Higher duties against Canadian lum- 
ber in the United States and improved transportation there re- 
duced Canada’s locational advantage for supplying the eastern 
states, an advantage which the provinces had enjoyed under reci- 
procity. The lumber interests in Canada were particularly strong 
advocates of free trade and reciprocity. 

In strictly manufacturing industries farm machinery was 
among the most prosperous, owing to the growth of the internal 
market. The products of the industry were dutiable at the gen- 
eral rate of 15 per cent up to 1874 and 17^ per cent from then 
to 1879. Although by 1879 some consolidation had occurred, many 
small plants still persisted.^^ Progress or decay in the particular 
agricultural community near the plants determined whether or 
not substantial growth was attained, and local prosperity decided 
the vulnerability of the companies to general depression. In many 
instances the length of credit which the manufacturers had ex- 
tended to the farmers was a source of difficulty during the fall in 
prices after 1874. The coming of the railway widened the market 
of production centres such as Brantford and Woodstock in west- 
ern Ontario, Toronto in the central portion of the province, and 
Smith’s Falls in the east. Access to transportation and communi- 
cation facilities, proximity to the iron and steel industry, and ade- 
quate supplies of capital gave advantages to the larger centres 
though aggressive management and cheap power in some cases 
enabled the smaller centres to hold their own. A very important 
factor in the centralization of production was technical progress 
and the pressure of obsolesence. With the close of the pioneer 
era of farming, the complex product of the factory replaced the 
cruder implements produced in the forge and the blacksmith shop. 

“The number of establishments decreased by i8 between 1871 and 1881, leav- 
ing 234 in the latter year. Value of production (gross) increased 64 per cent, and 
value of production (net) 42.8 per cent over the same period. 
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In 1867 the mechanical harvesting of grain was an innovation. In 
that year the Harris firm, later a member of the Massey-Harris 
combination, began constructing hand-rake reapers. In 1869 
Massey’s introduced the first automatic dump rake to be manu- 
factured in North America, and in 1876 the Canadian patent for 
the self-binder was taken out.^® 

In testimony before the Select Committee on Causes of the De- 
pression in 1876, the president of the Massey concern said, “The 
existing status of the tariff is satisfactory to us, and is sufficient 
protection; perhaps even a little less would also be. A still further 
advance in the tariff would certainly prove adverse to our inter- 
ests.” Mr. Frost of the Frost and Wood firm of Smith’s Falls 
testified that Canadian manufacturers did not need protection as 
labour and material were cheaper in Canada and prices substan- 
tially lower. He said; “By competition we succeeded in driving 
them [the American producers] all out of the country.” After 
showing that Canadian implements were priced as much as 40 
per cent below American (the machines may not have been of 
comparable quality), he said, “I consider 15 per cent . . . prac- 
tically a prohibitive tariff as far as regards selling in Canada any 
agricultural implements made in the United States. . . . We get 
our raw material a great deal cheaper than the Americans do.” 
The inflation which accompanied the Civil War reacted disad- 
vantageously upon the export position of the American industry, 
and labour costs were substantially higher than in Canada. Cana- 
dian manufacturers procured their lumber and timber, for exam- 
ple, from local sources at a price estimated by one manufacturer 
at one-half that prevailing in the United States. Pig iron, bar 
iron, and steel, for the most part, were purchased from British 
sources. Malleable castings and knives were imported from the 
United States as was coal, which competed with water as a source 

Massey-Harris Co., Ltd., Massey-Harris, an Historical Sketch, 1846-1926, 
(Toronto, 1926), pp. 9-12. 

^Journals of House of Commons, 1876, App. 3, Report of the Select Committee 
on the Causes of the Present Depression, p. 128. 

^Journals of House of Commons, 1876, App, 3, Report on Depression, p. 121. 

Journals of House of Commons, 1876, App. 3, Report on Depression, p. 119. 
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of power. During 1872-73 the cyclical price decline in the United 
States enabled the Americans to undercut the British temporarily 
in supplying pig iron. In 1876, however, semi-manufactured iron 
from the United Kingdom was procurable at $20.00 per ton in 
Montreal, whereas, at the same time, the American price was 
$24.00 per ton. Furthermore, Canada profited without cost from 
the technical advances made by members of the industry in the 
United States, as American inventors did not afford adequate pro- 
tection to dieir patents in Canada. Canadian manufacturers sim- 
ply crossed the border, purchased an American machine, and 
brought it back to be used as a model for Canadian manufacture. 

As for the textile industry, Canadian firms had expanded dur- 
ing the American Civil War and in some instances found them- 
selves hard pressed at its conclusion. In 1871 the census records 
nine cotton mills in Canada, of which six were in Ontario, one in 
Quebec, and two in the Maritimes. Net value of production 
amounted to $319,800 per year. Manufacturers of wool cloth 
were much more important with 270 mills largely concentrated 
in Ontario and around Montreal. Net value of production of 
woolens was $2 ,2 90,000. The Canadian woolen industry, started 
during the raw cotton famine induced by the Civil War, grew 
because of the cheap domestic raw wool which resulted from the 
high duties against Canadian raw wool imposed by the United 
States after the abrogation of reciprocity.^^ In the case of cotton, 
raw materials were apparently priced the same in New England 
and Montreal. Machinery was higher in Canada, for it was duti- 
able at 10 per cent after 1874. Labour, on the other hand, was 
slightly cheaper in the Dominion. American manufacturers re- 
ceived some benefits from greater specialization, and some Cana- 
dians argued that duties higher than the prevailing t 7^ per cent 
would enable profitable specialization to be carried on in Canada. 
Almost all effective competition appeared to come from the United 
, States rather than England. Woolen goods manufacturers com- 

" Journals of House of Commons, 1876, App. 3, Report on Bepression, p. 119 
and passim for evidence of textile manufacturers; also Report of Royal Commis- 
sion on Textile Industry , pp. 32-33 42 - 
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plained of unfair competition from the poorer grades of English 
cloth, but in general agreed that the Canadian duty was adequate. 
The knit goods industry favoured free yarn rather than higher 
duties on clothing. Removal of the lo per cent duty imposed on 
machinery in 1874 (it had previously been free by order-in- 
council) was desired by all branches of the industry. 

Flour millers suffered from the depression of the 1870’s as 
much as any group because of their over-expanded facilities. 
Available capacity in 1876 was said to be four times the domes- 
tic demand. Production for the British market did not pay, and 
the United States duty prevented profitable transactions in that 
market. The decline in sales to the United States became serious 
in 1869-70, long before the depression set in. Clearly, lowering 
of tariffs abroad and a recovery of world prices were the cure for 
this industry. 

Among the many secondary industries that may be mentioned 
are the footwear manufacturers, the hardware and stove industry, 
and sugar refiners. During the depression the boot and shoe in- 
dustry experienced the largest number of failures of all the manu- 
facturing industries, despite the protection of the general tariff of 
15 per cent (i 7)4 per cent after 1874). It was an industry car- 
ried on partly in factories and partly in small handicraft shops 
engaged in custom work. It had received a real stimulus from 
high prices in the United States during and after the Civil War, 
but feverish growth stopped when high American duties shut 
Canadian goods out, and American techniques and specialization 
began to tell. The products of Canadian tanneries were not suffi- 
ciently diversified to meet the demand for leather, and some parts 
had to be imported from the United States over a tariff of 10 per 
cent on sole and 17)4 per cent on upper leather. Stove and fur- 
nace manufacturers were handicapped by American competition 
and labour troubles, and also because their home market was too 
small to make specialization feasible. Dumping of obsolete goods 
from the United States menaced the Canadian industry and made 
any price level very hard to maintain. Eight to 10 per cent reduc- 
tion in prices occurred during the depression. 
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When world- wide deflation and depression first set in in 1873, 
the pioneer type of industrialism of the Dominion exhibited 
marked powers of resistance to the impact from the outside. Re- 
duced transportation costs from Britain, thanks to the steamship, 
and improved methods of production brought down the prices of 
commodities Canada had to buy while export prices of Canadian 
materials were on the whole better maintained, especially in the 
United States. “It was not until after 1875 that the full severity 
of depression was felt in Canada and then it was intensified by 
crop failures.” The majority of producers had not in 1875 
begun to look to a protective tariff as a solution to falling export 
prices and depressed internal trade. Reciprocity with the United 
States still possessed a wider appeal. The coming of the railroad, 
however, had destroyed the element of monopoly which many 
manufacturing industries enjoyed in their local communities. 
Technological advance, largely borrowed from the United States, 
while certainly benefiting Canadian industry as a whole, did 
hasten obsolescence among many smaller units. It was from 
these small industrial units that protection first received support. 
The Mackenzie government soon found itself caught between a 
demand on the one hand for protection of Canadian industry 
against dumping from the distressed markets of the United States, 
and on the other a less articulate demand for a reduction of the 
revenue duties on the necessities of life. The philosophy of Cart- 
wright and Mackenzie could not admit the soundness of tariff 
protection, and a paucity of alternative means of taxation ruled 
out compliance with the .second demand for reduction of revenue 
duties. 

The direction followed by the subsequent Canadian commer- 
cial policy was not clearly indicated in the dozen years following 
Confederation. The need for reconciling the Maritime provinces 
to union, and the influence of their representatives in the cabinets 
of Macdonald and Mackenzie, discouraged advocates of tariffs 
for non-fiscal purposes. Fear of antagonizing the groups in the 
United States who were working for a renewal of reciprocity 

^Mackintosh, “Economic Background of Dominion-Provincial Relations,” p, i8. 
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helped keep protectionist arguments in the background. Perhaps 
too the example of England and the genuine belief in free trade 
principles held by Cartwright and his associates should not be 
under-emphasized. More important, however, as a factor in pol- 
icy was the favourable position of the young Dominion during the 
reconstruction and post-bellum inflation in the United States. 
Canadian merchants and farmers, with access to the cheap manu- 
factured goods of the English market, were for a time joined in 
their support of low tariffs by many manufacturers who were pro- 
tected in Canada by the war-inflated costs of production in the 
United States. Stimulants to industry invoked by Macdonald’s 
government took the form of remissions of duty on factory equip- 
ment and raw materials rather than protective duties. In the next 
chapter we shall examine the forces which supported a Canadian 
change in commercial policy in the next decade. 



CHAPTER VII 


NATIONAL POLICY 

The adoption of a “National Policy” of tariff protection as the 
major plank in the Conservative platform in the campaign of 
1878 illustrates the advantages of opportunism in practical poli- 
tics. While in office up to 1873 the Liberal-Conservative party of 
Macdonald, Tilley, and Hincks had been temperate in advocating 
protection because of its dependence on support from the Mari- 
time provinces. After the defeat of this party in 1873, the Con- 
servatives needed an issue dramatic enough to make people for- 
get the Pacific scandals. The conjunction of depression and the 
Liberals’ adherence to revenue tariff principles provided an open- 
ing for the Conservatives, but they moved cautiously until they 
were sure that the Liberals were going to remain in favour of a 
revenue tariff based on the trade doctrines of the mother country, 
notwithstanding economic depression and rising tariff walls in the 
United States. This became clear when the tariff was not raised 
in the middle 1870’s despite pressure from within the party. In 
1876 Mackenzie and Cartwright were willing to propose a general 
increase of 2j4 per cent, a proposal which had protectionist im- 
plications, but they were held back by the Maritime Liberals.^ 
Contemporary rumour in Ottawa reported that Macdonald would 
have attacked the increases and possibly come out for free trade 
had his opponents advocated higher tariffs.^ 

From 1874 to 1878, however, the free trade doctrines of classi- 
cal economics, for the last time in Canadian politics, had eloquent 
expression from the spokesmen of a government. Protection was 
portrayed as a favour to class and special interests at the expense 
of the general welfare; it was held to accentuate the trend to- 

D. Skelton, Life and Letters of Sir Wilfrid Laurier (2 vols., New York: Cen- 
tury, 1922), I, 218. 

^ Porritt, Sixty Years of Protection, p. 287. 
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wards monopoly and to lower the real wages of labour. In the 
campaign of 1878 David Mills, a leading advocate of the Liberal 
cause, said of the two party platforms: “We are not simply travel- 
ling upon divergent roads; we are seeking to persuade you to take 
opposite directions.” ® Protection had, therefore, the virtue of a 
distinctive party slogan in the debate of the later 1870’s. But not 
until the depression had made severe inroads did it win wide 
acceptance in the country as a whole. 

Pamphlets espousing protection after the American model were, 
indeed, not foreign to Canadian propaganda long before 1878. 
The efforts of Buchanan and his followers have already been 
reviewed. The teachings of List, Carey, and Greeley were re- 
stated for Canada by John MacLean in a pamphlet published in 
1867.^ Manufacturing industries, MacLean said, were possible 
in a new country only under protection. England had used the 
device before she won industrial supremacy. The basic antago- 
nism between protective and fiscal duties was glossed over. The 
productive powers set in motion by the tariff would, the writer 
avowed, dissipate the burden which, in any case, could be par- 
tially shifted onto the foreign exporter. Argument in a similar 
vein, reminiscent of Frederic List, came from the pen of J. Beau- 
fort Hurlbert who employed the “infant industry” and “diversifi- 
cation” arguments in support of high tariffs for Canada in 1870.® 
The demand for a bargaining weapon against the protective 
tariff of the United States did more to obtain popular support for 
protection than the “logic” of the pamphleteer. The failure to 
obtain reciprocity in trade in 1869 and 1874 led to the slogan 
“reciprocity in tariffs” which was used to win support for the ill- 
starred retaliatory duties on salt, coal, and breadstuff s in 1870, as 
well as for the National Policy in 1878.® 

® David Mills, Speeches on Public Afiairs in Canada^ iS*jB-go (Bound Collection 
of Pamphlets in Harvard College Library), p. i. 

^ John MacLean, Protection and Free Trade (Montreal: John Lovell, 1867). 

® J. Beaufort Hurlbert, Field and Factory Side by Side, or How to Establish and 
Develop Native Industries (Montreal: John Lovell, 1870). 

® In 1870 the Ottawa Board of Trade petitioned for a duty on ^‘coal, salt, and 
petroleum and on aU manufactures imported from the United States, and that a 
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The enthusiasm of the more important manufacturing interests 
for a general tariff was but slowly aroused, though some protec- 
tion was sought against dumping from the United States and Brit- 
ain. In 1874 a select committee of the House heard many leading 
industrialists condemn this practice. In summary the committee 
stated, “It appears that the competition from the United States, 
in those classes of manufacture which come under the influence 
of such competition, is seriously complained of on the ground that 
it is an unequal competition fostered by the different fiscal system 
of the two countries.” ’’ American producers, protected by their 
own tariff, sold in Canada — the argument ran — at prices below 
even prime costs, making of Canada a “slaughter market.” The 
farm machinery industry complained that such dumping had 
embarrassed domestic producers in 1870. Furniture producers, 
boot and shoe manufacturers, the tool industries, and the stove 
makers aimed their complaints at American dumping. Woolen, 
cotton, and clothing manufacturers complained that cheap British 
goods of low quality offered ruinous competition in poor years. 

Two years later an anti-protectionist committee, under the 
chairmanship of David Mills, investigating the causes of the de- 
pression, found no great demand for protection. Most witnesses 
appearing before this committee expressed opposition to higher 
tariffs, though this was not true of the smaller units in the tool, 
wire, and metal industries. The committee was led to conclude, 
perhaps more by predilection than by the evidence, that, “. . . a 
national policy founded upon the greatest freedom of trade which 
the public credit will permit is the one most advantageous to this 
country. . . .”® In March 1877 even the Toronto Board of 

duty be imposed on all articles imported into Canada from the United States, the 
same as similar articles were charged there.’^ The Montreal Board of Trade pre- 
sented a counter petition, but other interested groups, particularly farmers, wanted 
protection on Canadian tobacco and other products. 

Journals of House of Commons, 1874, App. No. 3, P- i- Under the American 
tariff clothing was dutiable at 36 per cent ad valorem plus 45 cents per pound; boots 
and shoes, 35 per cent; paper, 31^ per cent; glass, 35 per cent; flour, 20 per cent; 
and furniture, 35 per cent. These bore i 7/4 per cent under the Canadian tariff of 
1874. Raw material and food duties were also much higher in the United States. 

^Journals of House of Commons, 1876, App. 3? Report on Depression, p. xiv. 
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Trade was quoted in the House as on record against the protec- 
tive tariff, believing it to be a step leading to unhealthy competi- 
tion and financial distress.® By this time, however, manufacturers 
had organized to work for protection and as early as 1874 had 
drawn up a schedule of duties on articles which were or might be 
made in Canada. The movement took form as the Manufacturers’ 
Association of Ontario which aimed “to secure by all legitimate 
means the aid of both public opinion and governmental policy in 
favour of the development of home industry, and the promotion 
of Canadian manufacturing enterprise. . . By 1877 the 
Dominion Board of Trade unanimously -adopted a motion in 
favour of protection. The agitation carried on by manufacturers 
undoubtedly made the task of the Conservatives easier. 

When the Liberals decided against a 20 per cent general tariff 
in 1876, the Conservatives embarked on a campaign to “sell” 
protection to the manufacturers and the country. The opening 
skirmish in the political campaign got under way in Parliament 
when Cartwright moved that the House go into Committee of 
Supply. Workman of the opposition countered with the motion: 

This House deeply regrets that the Government has not proposed to 
Parliament a policy of increased protection to our various and impor- 
tant manufactures, the large amount of capital invested therein, and 
the present depressed condition of the country rendering such a policy 
necessary to restore them to a condition of prosperity 

This motion was defeated, but most of the arguments for and 
against the protective principle were aired at the time. Sir John 
A. Macdonald, opposition chieftain, offered the tariff to both in- 
dustry and agriculture as a cure-all. The Galt tariff of 1859 'w^^.s 
endorsed as Macdonald declared, “[Galt] laid down for us the 
principle of a national policy, that we should consider our own 

^Debates, 1877, p. 612 (Jones). In 1876, however, the Toronto Board had aban- 
doned free trade in favour of protection to home industry, Clark, Canadian Manu- 
facturers’ Association, p. 6. 

Clark Canadian Manufacturers’ Association, p. 

^Debates, 1876, p, 472% 
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interests only, and that in an adjustment of the tariff we should 
endeavour to foster all these various industries of which I have 
spoken.” The Conservatives in the House claimed that the 
tariff would make for lower, not higher, prices and by reserving 
the home market for the Canadian manufacturer would enable 
him to export more advantageously.^ In the budget debate of 
1877, Macdonald moved the regrets of the House that the gov- 
ernment’s policy increased the tax burden without compensatory 
advantage to industry.^^ Cartwright reaffirmed adherence to the 
revenue principle,^® and another Liberal, Wood of Hamilton, de- 
clared that only the manufacturers really favoured protection,^® 
and he challenged the Conservatives to bring down a motion for 
outright industrial protection in Canada. They took up his chal- 
lenge before the electorate in 1878 and won a notable victory, 
especially for a party which five years before had been deeply 
mired in political scandal. 

The journalistic supporters of the Liberal party, such as the 
Toronto Globe and the Halifax Morning Chronicle, tried to rally 
the farmers of Ontario and the anti-protectionists of the Mari- 
times. The Globe rightly argued that protection would not raise 
export prices. The Globe admitted that a few new industries 
would be fostered by the tariff but at the expense of unprotected 
groups.^’^ In the Maritimes the Liberals found promises of new 
duties on refined sugar and coal most difficult to combat as these 
seemed to offer the industries of Nova Scotia entree to central 
Canada. On the Conservative side the Montreal Gazette was able 
to quote from Adam Smith in support of tariff retaliation against 
the United States.^® The “infant industry” argument was freely 
employed amid charges of monopoly-breeding and high food 

'^Debates, 1875, p. 492. 

Debates, 1876, p. 482 (Palmer) . A resolution by mechanics and manufacturers 
of St. John’s was read. 

Debates, 1877, p. 405. 

Debates, 1877, p. 141 (Budget Speech). 

Debates, 1877, p. 513. 

Toronto Weekly Globe, May 17, 18 78. 

Montreal Gazette, August 26, 1878. 
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prices by Ontario and Maritimes consumer spokesmen. The 
Halifax Morning Chronicle estimated the cost of the National 
Policy at $3.70 per head per annum. 

Anti-American sentiment was added to economic unrest to 
make protection a popular policy in 1878. After the campaign 
Hincks attributed the victory of protection very largely to the 
failure of the reciprocity negotiations in 1874,^® and the Toronto 
Mail, a supporter of the Conservative party, admitted on Septem- 
ber 13, 1878 that “There are probably not a thousand men in 
Canada who would call for protection if the United States would 
consent to free trade.” The record of Canadian-American rela- 
tions since 1865 indicated that abrogation of reciprocity still 
rankled. To the groups which had been the chief beneficiaries of 
that treaty Macdonald now offered the internal market. In case 
this should not win sufficient support the Conservatives also 
contended that the coercive influence of a Canadian tariff would 
be more effective than prayers in driving a trade agreement 
through the United States Senate. 

European example, too, favoured the Conservative standard- 
bearers. In 1866 Galt thought he foresaw the ultimate victory of 
free trade throughout Europe and set the Canadian tariff in that 
direction. In 1878 however France, after abrogating the Cobden 
treaty, had substantially raised her tariff, and Germany under 
Bismarck was turning toward protection. The industrial su- 
premacy of England and the efficiency of protected American in- 
dustry seemed to offer no external possibilities for expansion in 
manufacturing lines. Therefore, said the Conservatives, why not 
allow Canadian industrialists an opportunity at home? The Na- 
tional Policy could, it was claimed, produce a balanced economy 
by giving the farmer a market at his front door, as well as abroad. 

In the closing months of the campaign, in response to Mac- 
donald’s invitation, manufacturers from all parts of the country 
participated in drafting the first National Policy tariff schedule, 
and later the Manufacturers’ Association claimed most of the 

^Sir Francis Hincks, “Relations of Canada with the United States,” 'Nort'h 
American Review, vol. 130 (1880), pp. 338-353, esp. p. 347. 
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credit for it.^“ The protective duties levied in the tariff of 1879 
did not extend to many imports which were needed in developing 
Canadian resources, and the act (42 Viet., c. 15) contained an 
extensive free list. Tilley, the new Minister of Finance, declared 
that “the policy of the Government” was “to select for higher rates 
of duty those [goods] that are manufactured or can be manu- 
factured in the country.” In fulfillment of campaign pledges 
hedging in favour of reciprocity the tariff provided for the remis- 
sion of duties on a list of agricultural products and raw materials 
including coal if the United States would reciprocate. This offer 
was not taken up by the United States until 1883 and then led to 
controversy with small concrete results. 

The National Policy tariff was completely altered in form from 
its predecessors. Tilley pointed out that the fall in prices had 
resulted in inadequate revenue under the ad valorem tariff.^^ 
Many duties were therefore made specific. The old system of 
arranging items in 10 and 5 per cent schedules was given up, for 
the interdependence existing between commodities at different 
stages of the integrated production process tended to make broad 
generalizations with respect to rates inequitable. So began the 
development of the vast conglomeration of classifications which 
make up modern tariff schedules in Canada. 

The n.o.p. list, of greatly reduced importance owing to the many 
new classifications, was raised from 17^4 to 20 per cent. Many 
agricultural duties which had been removed in 1874 were re- 
stored in 1879 to convince the farmer that he had a stake in the 
National Policy. Ten cents a bushel was placed on oats and 15 
cents on wheat and barley. Oatmeal was charged ^ cent per 
pound, buckwheat flour cent per pound, rice and sago flour 
2 cents per pound, and wheat flour 50 cents a barrel. The duty on 
oatmeal amounted to about 2 1 per cent, and the revenue duty on 

®°Sir John was said to have remarked in a speech at Hamilton “let each manu- 
facturer tell us what he wants and we will give him what he needs.” Porritt, Sixty 
Years of Protection, p. 317. See also Clark, Canadian Manufacturer^ Association, 
P. 7 - 

^Debates, 1879, p. 418. 

^Debates, 1879, p. 409. 
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rice and sago flour to 50 per cent at prevailing prices. The duty 
on wheat flour was about 10 per cent. Twenty per cent was im- 
posed on cattle and live hogs, and 4 cents a pound on butter. 

Many materials used in ship-building were admitted free of 
duty, while 10 per cent was charged on foreign-built ships regis- 
tered in Canada. A specific duty of 50 cents per ton, raised the 
next year to 60 cents, was levied on coal and coke. The iron and 
steel industry received important new protection with promises of 
more to come. Imports of pig and scrap iron paid $2.00 per ton; 
puddled iron was dutiable at 12 >4 per cent; angles, shapes, and 
beams at 15 per cent; rolled or hammered iron at 17J4 per cent; 
and forgings at 20 per cent. Steel ingots were free until they 
could be produced in volume in Canada. Machinery not manu- 
factured in Canada entered free, but other machinery received 
protection of 25 per cent. Textile machinery was free. Hard- 
ware received 30 per cent except woodscrews which, because of 
charges of dumping made against British producers, paid 35 per 
cent. 

Textiles, subject to strong competition from Britain as well as 
the United States, were given special consideration with higher 
compound duties. Grey cottons paid i cent per square yard and 
IS per cent ad valorem; colored cotton yarns entered at 3 cents 
per pound plus 15 per cent, raising the duty from 17^4 to between 
20 and 3S per cent depending upon the price. Fully manufactured 
cotton articles (clothing) were taxed 30 per cent. Wool yarn and 
fabrics and knitted goods paid 7)4 cents per pound plus 20 per 
cent ad valorem, and woolen clothing 10 cents plus 25 per cent. 
Cotton knit goods paid 30 per cent. 

The petroleum industry which, in Parliamentary debates in 
1876 and 1877, had been accused of building up a monopoly be- 
hind the tariff, recovered part of the protection it had lost at the 
hands of Cartwright. Rates on petroleum products were now 
raised from 6 cents to 7.2 cents per imperial gallon. Duties on 
kerosene amounted to about 38 per cent. Portland cement bore 
20 per cent; lumber and shingles 20; and furniture 35 per cent. 
Boots and shoes, harness and saddlery, long recipients of inci- 
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dental protection, were now given 25 per cent. Refined sugar 
received i cent per pound plus 35 per cent ad valorem, and 
molasses 25 per cent.^® 

The act of 1879 defined dutiable value with greater rigour than 
heretofore. The fair market value of goods for duty was hence- 
forth to be the ordinary wholesale price at which goods were sold 
for home consumption in the country of manufacture without 
deductions for any export drawback which might be allowed in 
that country. This provision seems to have been aimed specifi- 
cally at bounty-fed European sugars.^^ For countries other than 
Great Britain and Ireland the cost of inland transportation in the 
country of origin was included in value for duty. This provision 
was made more explicit in 1885 (48-49 Viet., c. 61). By an act 
of 1883 (46 Viet., c. 12) fair market value had to be reckoned at 
the price at which usual and ordinary credit terms were obtained 
without the allowance of any cash discounts. 

The single tariff act of 1879 does not provide a completely com- 
prehensive picture of the scope of the National Policy. Not until 
1887 did Canada attain a stable level of duties or protection reach 
its apogee. During the eight years following 1879 the iron and 
steel duties were raised, and a bounty system of generous propor- 
tions adopted. Duties on textiles mounted as the industry ex- 
panded. Almost all sectors of Canadian industry were covered 
by the tariff. The British preference on salt was retained, but the 
principle was not extended. 

Aside from the 10 cents per ton increase in bituminous coal 
duties, the tariff changes of 1880 were not important (43 Viet., 
c. 18). By an act of 1881, materials, whether natural products 
or manufactures, used in Canadian manufacturing industries 
could be transferred from the dutiable to the free list by order-in- 
council (44 Viet., c. II ). The Governor in Council could also al- 
low a drawback on certain articles manufactured in Canada for 
the construction of the Canadian Pacific Railway equivalent to 
the duties on such articles (44 Viet., c. 12). In 1882 increases of 

^ For selected National Policy rates, see Table 14. 

^ Debates f 1879, p. 416. 
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5 per cent were imposed on some six commodities. However, steel 
plates, fish plates, and railway bars were kept on the free list, and 
the duty on iron scrap was reduced from $2.00 to $1.00 a ton 
(45 Viet., c. 6). In 1883 the principle of differentiation of rates 
for a given commodity on qualitative grounds was extended. 
Lubricating oil costing over 30 cents a gallon was assessed 25 per 
cent while lower priced oil bore a flat 7.2 cents (46 Viet., c. 13) . 

From 1883 to 1887 changes in rates and classifications were 
steadily evolving a more protective tariff. In 1883 the 25 per 
cent duty was increased to 35 per cent on mowing machines, self- 
binders, harvesters, ploughs, and the like (46 Viet., c. 13). In the 
same year a specific duty of $5.00 per ton was placed on steel 
ingots which had been left on the free list in 1879; but in 1884 
beams, sheets, and angles used in the composite ship-building 
industry of the Maritime Provinces were placed on the free list 
(47 Viet., c. 30). 

Certain administrative features of the customs act also in- 
creased the act’s protective quality. The features relating to the 
addition of inland transportation costs and the refusal to allow 
cash discounts when arriving at dutiable value have already 
been mentioned. In 1884 a 2Y2 per cent differential was estab- 
lished on sugar brought direct from the place of original produc- 
tion into a sea or river port of Canada (47 Viet., c. 30). This 
measure was aimed at American refined sugar, the original source 
of which was the West Indies. Though refining interests were 
more eager to cut off supplies of British semi-refined yellow sugar 
originally exported to Britain from Germany under heavy boun- 
ties, no action was taken to raise the duties on yellow sugar until 
1891.^® In 1885 when any manufactured article was imported in 
separate parts and not specifically dutiable, each such part was 
charged the same rate of duty as the assembled product on a 
proportionate, valuation (48-49 Viet., c. 61). This was calculated 
to discourage the evasion of duties which had been accomplished 
by assembling foreign-made parts in Canada and selling the 
product in competition with domestic manufacturers. In 1884 

Macdonald Papers, 1884-85, Misc. 2, April 7, 1885. 
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the average rate of duty on dutiable imports approximated 25 
per cent.^® When adverse conditions in 1885 produced a budget 
deficit, heavier taxation was imposed on luxury goods, tobaccos, 
and spirits. 

In 1887 after consultation with many manufacturers, now in 
general strong advocates of protection, the protective force of 
the iron and steel, farm machinery, and textile schedules was 
increased.^'^ The practice of establishing minimum levels on an ad 
valorem basis for commodities subject to specific duties was 
begun. Iron and steel forgings, for example, were raised from 
20 per cent ad valorem to cents per pound, with the proviso 
that the duty was not to fall below an ad valorem equivalent of 
35 cent.^^ The bounties on pig iron, later extended to sec- 
ondary iron and steel products, are discussed in the next chapter. 

The National Policy received its first trial before Canadian 
opinion during a period when recovery began to dissipate the de- 
pression in the United States and Canada. Good crops in the 
Dominion coincident with inferior harvests in Great Britain 
tended to stifle agricultural criticism of industrial protection. 
Furthermore, the completion of rail connections with St. Paul 
brought a boom in the settlement of Manitoba.^^ In 1882, 60,000 
settlers entered the West, and 3,000,000 acres of land were home- 
steaded.^® The balance of trade became favourable in 1880, and 
the terms of trade turned in favour of Canada.®^ When deflation 
again set in after 1883 import prices fell more rapidly than ex- 
port, and the burden of the tariff was reduced. 

The fiscal function of the tariff was not at first impaired by its 
protective quality. In 1880 over 76 per cent, as compared with 
74 per cent in 1870, of all federal receipts came from the tariff. 


^ MacLean, Tarif History, p. 47. 

^MacLean, Tariff History, pp. 27-28. MacLean compares National Policy rates 
with those of Cartwright’s revenue tariff. 

„ ®®For details of the rate changes of 1887 and a comparison with earlier and later 
rates, see Table 14. 

^ Manitoba entered the Dominion in 1873. 

Skelton, ‘‘Economic History,” p. 151. 

^ Taylor and Michell, Statistical Contributions, 11 , 6, Table D. 
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Even when the federal surplus rose to almost $6,500,000®^ the 
government did not see fit to reduce the revenue duties. The 
strength which surpluses could give to the credit of the Dominion 
were valued in the financing of the Canadian Pacific Railway 
abroad. It was realized too that if the United States took up the 
standing offer of reciprocity, customs revenue would suffer.®^ 

Tilley, in his budget presentation in 1879, expressed the wish 
that henceforth a larger portion of the revenue be derived from 
duties on foreign rather than on British imports; but, relatively 
speaking, imports from Great Britain continued to lose ground to 
American products. In 1885, when Canada imported $41,000,000 
of goods from Great Britain, the duty paid thereon amounted to 
$7,600,000. Imports from the United States amounted to $47,- 
000,000 and yielded duties of $6,600,000. From 1874 to 1879 
British goods entering Canada paid an average duty of 16 per 
cent, and from 1879 to 1884 about 19.4 per cent. Goods from the 
United States paid about 9.5 per cent ad valorem in the earlier 
period and 14.9 per cent after 1879.®^ Thus, though Britain was 
relatively more generously dealt with, her goods still paid on the 
average 4.5 per cent more than those from the United States. Im- 
ports from the United States were of course largely industrial raw 
materials (raw cotton imports increased 175 per cent between 
1877-78 and 1881-82), partially manufactured goods, and heavy 
iron and steel products, which were not onerously taxed because 
of their importance to the growing industrial community. British 
goods bore a larger number of revenue duties. Despite the Na- 
tional Policy, the transcontinental railway, and the oratory on 
behalf of Empire and internal east-west trade, trade with the 
United States rose from 43 per cent of the Canadian total in 
1874-1880 to 47 per cent in 1881-1887. Trade with Britain 
meanwhile fell from 51 to 49 per cent in the same periods.®® 

Debates, 1883, p. 333. 

® Debates, 1883, pp. 337-338. 

^Debates, 1885, p, 319, 

^ Unrestricted Reciprocity (Toronto: Hunter, Rose, 1888), p. 20* 
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The tariff of 1879 had listed certain articles which would be 
admitted duty-free from the United States when that country 
admitted similar articles free from Canada; at the time Mac- 
donald had hopes of getting action by the United States.®® In 
1883, however, when the United States offered reciprocal free 
entry for coal, coke, iron ore, timber, lumber, lumber products, 
and salt, the Canadian government refused to reciprocate because 
all the articles listed by Canada were not included. In 1886, after 
some heated exchanges, these articles were placed on the free list 
in both countries.®^ 

Despite its stiff-necked attitude in this matter the Macdonald 
government was not averse to reciprocity with the United States. 
The expiration of the fisheries provisions of the treaty of Wash- 
ington had led to a snarl in Canadian- American relations. The 
first Cleveland administration (1885-1889) was favourable to 
reciprocity and eager to adjust disputes over the fisheries, canal 
tolls, and many other questions. When Sir Charles Tupper went 
to Washington in 1886 he offered reciprocity in any articles ac- 
ceptable to both countries, but he found that the Americans would 
not barter fishing privileges for reciprocity.®® Though the Cleve- 
land administration insisted on a prior settlement of fisheries 
grievances, it remained truly desirous of reciprocity but, for 
political reasons, wanted reciprocity by concurrent legislation. 
Macdonald transmitted the news that “Canada would be glad to 
return in principle to the Reciprocity Treaty of 1854.” ®® Though 
Sir John preferred a formal treaty he was willing to entertain the 
suggestion of reciprocity by concurrent legislation. But the 
fisheries controversy generated more and more heat, and in 1887 
diplomats met in Washington to try to iron out Canadian- 

Macdonald Papers, 1889, Sessional Memoranda, No. 8, H. Bowlby Willson, 
November 1878. 

House Misc. Docs., No. 397, US., 50th Cong., ist sess., vol. 6, and Debates, 
1888, p. 516. 

^Macdonald Papers, Washington Treaty, 1888, I, Negotiations of 1874-88, pp. 
259-260. 

^Macdonald Papers, 1886-87, Misc. 1-2, Macdonald to Ritchie. 
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American relations. Again Tupper proposed to bargain fishing 
privileges for reciprocity, and again he failed.*® 

Meanwhile, a group inside and ox^lside governmental circles in 
both countries was strongly supporting commercial union. The 
impetus to this movement came from the United States where 
proposals for a Canadian-American tariff were by no means new. 
In Canada the movement was a manifestation of desire for access 
to American markets, and as such was rooted in Canadian am- 
bitions for reciprocity with the United States. The moving spirits 
of the agitation in the United States were Erastus Wiman, a 
Canadian who had prospered in New York, and S. J. Ritchie of 
Ohio, an American with large interests in Canada, especially in 
copper and nickel. Wiman spoke at many farmers’ institutes in 
Ontario in the summer of 1887, and Ritchie kept up an extensive 
correspondence with Macdonald. On the Canadian side, Goldwin 
Smith, despairing of Canadian nationalism, had begun to ad- 
vocate commercial union.** The movement also enlisted the sup- 
port of Edward Farrer, influential editorial writer for the Toronto 
Mail, and Valancey Fuller, a breeder of fine cattle. To undermine 
the prejudices of the protectionists, both in Canada and the United 
States, was the task to which they bent themselves in 1887. 
Farmers and low tariff advocates gave the movement strong sup- 
port in Ontario and the Maritime provinces.*^ Canadian and 
American papers began to publish many discussions on commer- 
cial union.*® Proposals for complete reciprocity appeared in the 
United States House of Representatives.** Measures for recip- 

James Morton Callahan, American Foreign Policy in Canadian Relations (New 
York: Macmillan, 1937), p. 373. 

^ Goldwin Smith, “Canada and the United States,” North American Review, vol. 
131 (1S80), pp. 14-26, esp. p. 19, and Arnold Haultain, Selections from Goldwin 
Smithes Correspondence, 1846-IQ10 (New York: Duffield, 1913), pp. 22 and 86. 

^See Handbook of Commercial Union, a Collection of Papers Read before the 
Commercial Union Club, Toronto, with Speeches, Letters, and other Documents in 
favour of Unrestricted Reciprocity with the United States, preceded by an Intro- 
duction by Goldwin Smith, edited by G. Mercer Adam (Toronto: Hunter, Rose, 
1888). 

"Clippings in Macdonald Papers, Commercial Union, 1886-87. 

"U.S. Cong. Record, soth Cong., ist sess., H. Res. 129, pp. 1746, 2157 and H.R. 
6668, p. 984. 
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rocity or commercial union, however, were shelved by Congress 
during the session of 1887-88. A year later, in the closing days of 
the Cleveland administration, the House of Representatives 
adopted a joint resolution authorizing the President to appoint a 
commission to consider commercial union whenever Canada de- 
clared its willingness to participate, but Senate action was blocked 
by the objection of one member.^® 

Before the Republicans, the traditional party of protection, 
returned to power in the United States, the Conservatives had 
secured a renewal of their tenure in Canada. In the election of 
1887, however, the parties offered no such choice as in 1879, for 
Mackenzie had retired from the Liberal leadership, and Edward 
Blake, his successor, refused to make the tariff an issue.^® After 
the Liberal failure in those elections, Blake resigned the leader- 
ship to Wilfrid Laurier, who in 1876 had declared himself to be a 
moderate protectionist.^'^ 

Though Macdonald wrote Tupper after the election that com- 
mercial union was a dead issue in Canada because the country 
had connected it with annexation and repudiated both,'*® the move- 
ment still had vitality. Discontent was again rife in Canada in the 
later i88o’s. Nova Scotia was full of secessionists because of the 
high tariff, and all the provinces were dissatisfied with Dominion 
financial policy.^® To air these and other grievances a meeting 
of the leading statesmen of the provincial governments was held 
at Quebec in 1887. Instead of endorsing commercial union, how- 
ever, the delegates passed a resolution in favour of unrestricted 
reciprocity.®® They wished to see Canada preserve its customs 
organization but extend reciprocity to any and all products, manu- 
factured or natural, if the United States would do the same. 

“ Cong. Record, 50th Cong , ad sess., pp. 2339 and 2383. 

Skelton, Laurier, I, 334. 

Debates, 1876, p. 591. 

Macdonald Papers, 1886-87, Commercial Union, Macdonald to Tupper, Janu- 
ary 15, 1888. 

^ Report on Dominion-Provincial Relations, I, 55. 

C. R. W. Biggar, Sir Oliver Mowat (2 vols., Toronto: Warwick Bros, and Rut- 
ter, 1905), II, pp. 507-509 and 573 - 574 - 
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Here lay an opportunity for the Liberals. Agricultural reces- 
sion, the slow development of manufactures, and the migration of 
Canadian labour to the United States were shaking the faith of 
some supporters of the National Policy, and there remained 
within the Liberal party some outstanding men of an older gen- 
eration who clung to low tariff principles or free trade. Of these 
none was more vehement than Sir Richard Cartwright. 

On October 12, 1887, in a speech at Ingersoll, Cartwright 
opened a campaign for what he called unrestricted reciprocity 
with the United States. He declared that attempts to develop 
inter-provincial trade had been costly failures while trade with 
the United States was easy and could be expanded by lowering 
the customs barriers. To refute objections he pointed out that 
the people of the United States did not wish to annex Canada, that 
Britain needed closer friendship with the United States, and that 
though Canada would lose customs revenue it would benefit by 
higher level of prosperity.®^ 

In March 1888 Cartwright was able to make his proposal for 
unrestricted reciprocity an official Liberal motion. In Parlia- 
mentary debate he pointed to the economic distress and heavy 
taxation in Canada which forced large nurhbers to emigrate to the 
United States and declared that the United States was the best 
and in some cases the only market for Canada’s wares and that 
the only persons who would suffer by unrestricted reciprocity 
would be a few vested interests corruptly allied with the govern- 
ment.®^ The Conservative reply then and in 1889 when Cart- 
wright repeated his proposal was that the United States would not 
agree to unrestricted reciprocity because it wanted commercial 
union. Diversion of trade would lead to the severance first of 
commercial and then of political relations with Great Britain. 
The Conservatives also held that unrestricted reciprocity would 
not accomplish the trade revival its movers claimed. To close the 

“Cartwright’s speech, reported in Toronto Globe, October 12, 1887, will be 
found in Macdonald Papers, Commercial Union, 1887-88. 

^Debates, 1888, pp. 144-160. 
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debate they amended Cartwright’s motion to the contrary declara- 
tion that Canada wanted trade relations with the United States 
in so far as these did not conflict with the National Policy of 
fostering industries.'^® 

In the debates the effect of unrestricted reciprocity upon the 
imperial connection was much discussed. Cartwright and his sup- 
porters argued that unrestricted reciprocity would be no more 
detrimental to British interests than the protective tariff then in 
effect.®^ They also pointed out that it was not disloyal to con- 
sider the interests of Canada rather than of a small group of 
British manufacturers, who probably would benefit in any case 
from increased prosperity in Canada.®® For the sake of argu- 
ment the Conservatives sometimes praised the imperial federation 
movement which was attracting some attention at the time. Im- 
perial federation called for a federal parliament and uniform 
tariffs, both of which Macdonald privately condemned as un- 
workable and politically impossible.®® Charlton, one of the most 
vigorous Liberals in the debate of 1889, accused the opponents of 
commercial union of inconsistency for saying in one breath that 
unrestricted reciprocity would lead to annexation and in the next 
that the United States would never make a reciprocity treaty be- 
cause it wished to annex Canada. He held that reciprocity would 
break down the case for annexation.®" He thought that com- 
mercial union might be even more beneficial than reciprocity and 
declared that the Conservative suggestion of imperial federation 
was impractical because Britain would never enact discriminatory 
tariffs and pay prices for Canadian goods higher than those of the 
world market. Imperial federation would also mean that Canada 
would have to sacrifice some of her autonomy and participate in 
Britain’s foreign wars. He believed that Britain would sanction 

Debates, 1888, 161-17O5 and 183-194; ibid., 1889, pp. 458-468, 472-478, and 

479-495. 

^Debates, 1888, p. 155. 

Debates, 1889, pp. 491-492. 

Pope, Sir John A. Macdonald, II, 215. 

Debates, 1889, p. 492. 
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an arrangement such as Cartwright proposed since she had ap- 
proved the draft of the Brown treaty of 1874. Here Charlton was 
on firm ground. Joseph Chamberlain had already declared, in 
words that American advocates of commercial union were fond 
of quoting, that Great Britain would not block Canada’s wishes.®® 
Lord Lansdowne, while governor general, had written to the 
colonial secretary pointing out that commercial union would 
probably estrange the Canadians from the United Kingdom and 
draw them closer to the United States, but, he asked, could Great 
Britain oppose a Canadian policy simply on the ground that her 
own interests would be impaired? 

While these discussions were going on in Canada, the prospects 
for reciprocity did not seem particularly bright in the United 
States. As already mentioned. Congress failed to pass a motion 
for commercial union in the closing days of the Cleveland admin- 
istration. Then the highly protectionist Republicans came into 
power after an election in which the tariff was avowedly an issue. 
Though a grudging form of reciprocity with Latin America was 
included in the tariff of 1890, all efforts to obtain favours for 
Canada failed.®® Hope of reciprocity revived, however, when re- 
action against the high tariff brought victory to the Democrats in 
the Congressional elections of 1890. 

In the Parliamentary debate of 1889 Tupper declared that the 
Government was ready to make a commercial agreement with the 
United States, though not to sacrifice the interests of Canada.®^ 
Indeed, from this time forward, the Conservatives found it ex- 

“ Quoted in Cong. Record, soth Cong., 2d sess., vol. 20, p. 2539. 

^Macdonald Papers, Conamerdal Union, 1886-87, Lansdowne to Sec. of State for 
Colonies, October 31, 1887. 

® According to RitcMe, Macdonald’s correspondent, McKinley, the sponsor of the 
tariff hill, gave assurances that he would agree “upon a bill for free exchange of all 
or a certain number of articles between the two countries” as soon as the tariff was 
out of the way {Macdonald Papers, Commercial Relations with the United States 
and Nickel, 1890-91). McKinley’s official biographer, however, declares that he 
was no friend of such a measure at this time (Charles S. Olcott, Life of William 
McKinley (2 vols., Boston and New York: Houghton, Mifflin , 1916), I, 179. 

^Debates, 1889, p. 478. 
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pedient to take more cognizance of the sentiment for reciprocity.®^ 
George Taylor of Gananoque wrote to Macdonald in October 
1890 that the Grits were going to campaign on commercial union 
and suggested a resolution in favour of reciprocity if England 
were included because this would gain popularity and spike the 
Liberal guns.*® Though Macdonald did not follow the suggestion, 
in December 1890 he proposed to the United States a renewal of 
discussions on reciprocity. The offer was accepted and Macdon- 
ald then tried to represent to the Canadian people that the initia- 
tive had come from the United States. In February 1891 Parlia- 
ment was dissolved. The election of 1891 was fought on restricted 
versus unrestricted reciprocity. Macdonald won largely by the 
efforts of anti-reciprocity forces, notably the Canadian Pacific 
Railway, alarmed for its future traffic and land sales. After the 
election Macdonald wrote that the opposition almost carried with 
unrestricted reciprocity but that the Conservatives “worked the 
‘loyalty’ cry for all it was worth.” When the Liberals were de- 
feated, they tried to insist that the proposed negotiations with the 
United States take as their basis the widest possible reciprocity 
both in manufactured and natural products.®® The Canadian 
Manufacturers Association, however, went on record after the 
election in opposition to any policy which would bring them into 
what they regarded as unequal competition with foreign manu- 
facturers. They believed in all the National Policy stood for and 
opposed unrestricted reciprocity with the United States in manu- 
factured products.®^ 


^ Millers and farmers of the Toronto area in 1889 threatened to organize against 
them at the next general election if nothing were done to improve trade relations 
with the United States. {Macdonald Papers, Finance and Trade, and Tariff, 1890- 
1891, M. McLaughlin to MacDonald, March 22, 1889.) 

Macdonald Papers, Commercial Relations with the United States, 1890-1891, 
Taylor to Macdonald, October 1890. 

^ Skelton, Laurier, I, 416-417. 

Macdonald Papers, Misc. 2, 1890-91, Macdonald to W. H. Smith, April 8, 1891. 

Debates, 1891, c. 1252. 

Macdonald Papers, Commercial Relations with the United States, 1890-1891, 
April 18, 1891. 
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Since the administration in each country was really opposed to 
reciprocity, negotiations were slow in getting under way and fore- 
doomed to failure. Early in 1892, when the commissioners met, 
Blaine, secretary of state of the United States, proposed commer- 
cial union, probably knowing that it would be unacceptable.®^ 
The Canadians replied that revenue requirements and relations 
with the British Empire prevented them from entering into such 
a commercial union with the United States. The Conservatives 
then declared in Parliament that reciprocity was dead.®® As a 
matter of practical politics, it was. In 1893, after the Democrats’ 
return to office, Tupper and Bayard renewed conversations on 
reciprocity in London, and Bayard reiterated Cleveland’s desire 
for reciprocal free trade in natural products by concurrent legis- 
lation rather than by formal treaty.''® Nothing came of this, and 
when Laurier sent representatives to Washington at the close of 
1896, neither he nor the Americans were interested in reci- 
procity.''^ 

All the talk of reciprocity simply ruffled the waters during Mac- 
donald’s last years. Protection remained the program of the 
party, though Simon MacLean saw in the tariff changes and re- 
marks of Mr. (later Sir) George Foster, minister of finance, a 
movement towards tariff modification and reform setting in after 
1890.''® The form of the tariff was changed somewhat at this 
time; slight indication of a trend back to ad valorem rates was 

“For the attitude of the President and the Secretary of State of the United 
States, see Albert T, Volwiler, ed., Correspondence between Benjamin Harrison and 
James G. Blaine, i882-i8ps (Philadelphia: American Philosophical Society, 1940), 
pp. 193-194 and 202; and John W. Foster, Diplomatic Memoirs (2 vols., Boston 
and New York: Houghton, Mifflin, 1909), II, 180. Blaine was angry with Canadi- 
ans because a trade convention which he had arranged between Newfoundland and 
the United States, giving fishing rights in Newfoundland waters to American fisher- 
men, had been vetoed by the British authorities after Canadian protests. For this 
and an account of the negotiations, see Sessional Papers, vol. XXIV, No. 17, 1S91, 
No. 3$, esp. pp. 36-37. 

^Debates, 1892, cc. 332 and 334. 

Callahan, American Foreign Policy, p. 455. 

’^Skelton, Laurier, 11 , 131, Laurieris letter to Principal Grant, 

MacLean, TariS History, p. 34. 
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given, and a general systematizing of classifications was carried 
out. Articles previously accorded protection in the hope that they 
would be subsequently manufactured in Canada were put back 
upon a revenue basis. This could not always be done without 
dissatisfaction. For example, when duties on mining machinery 
were removed, protest was made on the ground of injury to the 
iron trade.’’'® However, no retreat from the principle of trying 'to 
insure the security of established industries on the domestic mar- 
ket was apparent in the 1890 act (53 Viet., c. 20). It was con- 
tended that if an industry could establish itself in the face of for- 
eign competition, the government should be willing to assure it 
sustenance through the medium of protection. The argument had, 
since the 1870’s, partly turned from “protection to infant indus- 
tries,” admitted to have some theoretical validity by most econo- 
mists, to “security for vested interests.” 

The play of opposing interests in tariff-making was strong 
throughout the formative years of protectionism. In 1887 mal- 
leable scrap had been admitted at a duty of $2.00 per ton. In 
1889 manufacturers represented that this duty was so low that it 
discouraged the manufacture of puddled bars and asked an in- 
crease in the rate on scrap and a larger bounty on pig iron for a 
ten-year period.'^^ The steel industry, on the other hand, opposed 
an increase in the rates on wrought iron and steel scrap, claiming 
that the capacity of producers of pig iron, puddled bars, et cetera, 
was stiU limited.’^® The frankest argument for protection came 
from a Tory manufacturer of shovels whose equipment compelled 
him to use more highly protected raw materials and wasteful 
methods. He asked for tariff consideration on the ground that he 
was forced to compete with less wasteful Grit producers.''® 

The textile industries were favoured in 1890 by an increased 

"^Macdonald Papers, Finance and Trade. Tariff, 1890-1891, A. B. Barry to 
Macdonald, February 28, 1890. 

Macdonald Papers, Misc., 1888-89, February, 1889. 

Macdonald Papers, Sessional Memoranda, 1889, No. 7, Steel Industry to Tup- 
per, February 15, 1888. 

Macdonald Papers, Finance and Trade. Tariff, 1890-1891. Chilean Jones to 
Macdonald, February 27, 1889. 
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quent loss of revenue of about $3,500,000. Direct importation 
from the country of origin was required for the sugar to enjoy this 
free import clause. If not imported from the country of origin, 
raw sugar paid a 5 per cent duty. To placate domestic producers 
of beet sugar, bounties of $1.00 per hundred pounds were given 
on raw beet sugar produced in Canada, in addition to 3^ cents 
per hundred pounds for each degree or fraction of a degree of 
polarization over 70 Dutch Standard (54-55 Viet., c. 31). Re- 
fined sugar above 14 D.S. paid .8 cent per pound. Part of the loss 
in revenue incidental to the removal of the raw sugar duty was 
made up by an increased tax on malt and distilled spirits. In 
1892 the government was given authority to suspend the free 
import from the country of origin clause if the country in ques- 
tion did not grant Canada most-favoured-nation treatment (55- 
56 Viet., c. 21). 

Representative interests throughout Canada were consulted 
prior to the enactment of the tariff amendment of 1894. Canadian 
agriculture had reacted acutely to price decline combined with 
crop failures in the early 1890’s, and for the first time the political 
influence of Western Canada became effective in the struggle for 
, tariff reduction. The capacity for organized action to an extent 
never attained in agrarian circles in the East has been an attribute 
of Western one-staple crop agriculture. The Liberal-Conservative 
Association of Moosejaw District, Northwest Territories, pre- 
sented a petition to the House of Commons in 1893, praying for 
a reduction or a removal of the duty on “agricultural implements, 
binding twine, fence wire, and coal oil, . . .” Similar expres- 
sions of opinion came from other parts of the prairies and from 
the Granger movement in Ontario. Rigid prices at home and 
under-selling abroad were charged against the tariff. The discon- 
tent in agriculture combined with the general economic depression 
of 1893 to bring about a reduction in the tariff on farm machinery, 
iron and steel products, and cotton textiles in 1894. 

The rising and organized voice of agrarian discontent with the 
35 per cent tariff on agricultural implements led the Conservatives 


Journal of House of Commons, 1893, p. 84. 
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to revise it downward (57-58 Viet., c. 33). The main group of 
farm machines, including mowing machines, binders, harvesters, 
reapers, and sulky rakes, as well as tillage implements, was re- 
duced from 35 per cent to 20 per cent ad valorem. The more ex- 
pensive types of equipment purchased and operated by an indi- 
vidual for the benefit of a group of farmers and apart from the 
actual farming operations were reduced from 35 per cent to 30 
per cent. This list included threshers, separators, horsepower 
and portable saw mills. Small equipment, such as shovels, spades, 
and spade blanks, which had been subject to compound duties of 
$1.00 per dozen and 25 per cent ad valorem, were now dutiable at 
50 cents per dozen and 25 per cent ad valorem. Plough plates, 
mould boards, and landsides, which were subject to a duty of 
I2>^ per cent under the act of 1890, were now reduced to 5 per 
cent ad valorem. Since the iron and steel schedules were exten- 
sively altered again in 1897, a detailed analysis of the 1894 
changes is not necessary. 

In his budget speech of 1894 Foster reviewed the changes 
which had taken place since the National Policy had been insti- 
tuted. He pointed out that many industries were now well estab- 
lished and did not need as much protection as before. He declared 
that the government did not intend to go back upon protection, 
but the policy of protection did not depend upon the percentage 
of the impost. The primary object in the tariff changes was “to 
cheapen the cost of manufactures in this country, to cheapen the 
cost at which the goods issue from the factory itself. . . .” 
Two methods had been adopted to attain this end — ^lowering 
duties on raw materials and transferring raw materials to the free 
list. Foster said the government had endeavoured “by a reason- 
able protection to retain all those industries which are in the 
country which employ labour, and which work up the raw material 
of the country or use imported raw material and which are con- 
sequently benefiting the country.” He concluded that so far as 

^DebateSj 1894, col. 209. 

^Debates, 1894, col. 211, 
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farmers were concerned protection benefited them not by raising 
prices but by steadying markets. 

In 1879 the Dominion made a basic decision to use protection 
as the principal device for the creation of a diversified industrial 
state. The protectionist trend, broken by the Confederation tariff 
of 1866, was thus resumed during a period of commercial depres- 
sion and when the political influence of the Maritime provinces 
was on the wane in Dominion politics. That the higher tariffs 
were adopted as an election expedient, and in response to public 
anger at the protectionist policies of the Washington administra- 
tion, does not reduce the importance of this turning point in com- 
mercial policy. Many accoutrements of the tariff were elaborated 
during the first decade of the National Policy. These included 
subsidies to the steel industry, drawbacks and holes in the tariff 
to encourage domestic manufactures from imported materials, 
and more highly differentiated tariff schedules. The largely abor- 
tive efforts at commercial union and Empire federation troubled 
the political waters but did not seriously disturb the process of 
erecting an effective tariff wall. The economic consequences of 
the National Policy will be examined in the next chapter. 



CHAPTER VIII 


INDUSTRIAL GROWTH AND THE NATIONAL POLICY 

On introducing the National Policy in 1879, Sir Leonard Tilley 
remarked: “The time has arrived when we are to decide whether 
we will simply be hewers of wood and drawers of water.” ^ In- 
stead of following the laissez faire policies of the Liberals, the 
new Macdonald government proposed to employ a transcontinen- 
tal railway system and a protective tariff to make of the Dominion 
an integrated industrial state, looking inward to interprovincial 
trade and across the sea to the markets of the United Kingdom 
and Europe rather than southward to the United States. Reci- 
procity in trade would still be offered that country, but reciprocity 
in tariffs, not pilgrimages to Washington, was to be Canada’s 
policy for achieving that end. Economic union with, and perhaps 
political absorption in, the United States — ^moot questions of a 
decade before — were proposals out of harmony with the national- 
istic bent of official policy after 1878. 

Economic factors seemed to favour the success of the protec- 
tionist experiment at its inception. Canada’s commercial depres- 
sion of the 18 70’s was perhaps less severe and her recovery more 
rapid than in most other countries.^ The standard of living of her 
people was rising, and thanks to the great decrease in ocean 
transportation costs and falling manufacturing costs abroad, the 
terms of trade were turning in her favour, a not unimportant fac- 
tor in gaining support for tariffs against cheapening imports in 

^Debates, 1879, p. 429, March 14, 1879. 

® Price levels of Canadian imports dropped 26 per cent from 1873 to 1879 while 
the price level of exports dropped only 8 per cent {Report on D ominion-Rrovincidt 
Relations, I, 51). See also Taylor and Michell, Statistical Contributions, II, 6, 
Table D By 1S96 export prices had fallen by 13 per cent, and import prices by 
36 per cent as compared with 1875. 
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1878.® The burden of fixed charges was also lightened. A lower 
rate of interest on capital imports after 1873 persisted through 
the next two decades. Although the net debt of the Dominion rose 
from $22 per capita in 1868 to $51 per capita in 1896 as develop- 
mental expenditures increased, net debt charges per capita for 
interest and amortization rose only from $1.28 to $2.07.^ A gen- 
eral evaluation of the results of the first decade and a half of the 
National Policy in terms of commercial and industrial growth is 
now in order. 

During the post-Confederation era, substantial progress had 
been made in foreign trade. Table 8 shows the aggregate amount 
of trade of the country by six-year periods from 1868 to 1897. 
Throughout this period, Canada was an importer of capital chiefly 
from England and the United States, and this is reflected in her 
passive trade balance. 


TABLE 8 

Canadian Foreign Trade, 1868-1897®- 
Millions of Dollars 


Years Total Trade Exports Imports Per Cent of Duty’^ 

1868-73 $992 438 554 19-53 

1874-79 ij 094 475 619 20.94 

1880-85 1,236 557 679 25.62 

1886-91 1,235 549 686 30.39 

1892-97 1,439 702 737 18.30 


^Canada Year Booh, 1940, p. 530 computed. See MacLean, Tanf Htsiory, App., pp. 47-48, for a 
more complete statement. These figures must be considered as estimated only. 

^ Ratio of duties collected to total imports for consumption. 

The comparative degree of expansion in the various broad divi- 
sions of the export trade is show in Table 9. Only exports of 
grains, vegetables, and fruits declined in value over the seventeen- 
year period from 1879 to 1896. The substantial fall in agricul- 

® Mackintosh shows that iron and steel piices declined 58 per cent frona 1S72- 
1874 to 1897-1898. Ocean freight rates declined 85 per cent from 1872-1874 to 
1905-1904. From 1872-1874 to 1S96-1S97 grains and flour declined 45 per cent, 
animals and meats 31 per cent, and dairy products 30 per cent. Mackintosh, “Eco- 
nomic Background of Dominion-Provincial Relations,” p. 23. 

* Mackintosh, “Economic Background of Dominion-Provincial Relations,” p. 22. 



1 82 COMMERCIAL POLICY IN CANADIAN ECONOMY 

tural prices was largely responsible for this decline. Animals and 
their products, forestry products, minerals, and manufactures in- 
creased 100 per cent by 1896 as compared with 1879. 

TABLE 9 

Exports of Canadian Produce, 1868-1896^ 


Millions of Dollars 


Year 
Ending 
June 30 

Total 

Animals 
and their 
Products 

Grain, 

Vegetables, 

Fruits, 

etc. 

Total 

Agri- 

cultural 

Products 

Forest 

Products 

Fish 

Minerals 

Manufac- 

turing 

and 

Misc. 

1874. . 

... 76.7 

14.7 

19.6 

34.3 

27.2 

5-3 

3-8 

6.1 

1879-- 

. . . 62.4 

14. 1 

19.6 

33 7 

13-3 

7.1 

3 2 

5-1 

1882 . 

. .. 94.1 

20.5 

31.0 

51 5 

24.0 

7.7 

3-1 

7.8 

1886 . 

... 77-8 

22.1 

17.7 

398 

21.0 

6.9 

4.1 

6 0 

1891. , 

. . . 88 7 

26 0 

13-7 

39 7 

24.3 

9.9 

6 0 

CO 

bo 

1896. . 

.. 109.7 

36.5 

14. 1 

50.6 

27.2 

II. 2 

8.4 

12,3 


* Report on Dominion-Provincial Relations, I, 53, Table 9 A 


The effects of agricultural protection in the United States and 
cheaper ocean transportation costs for animals and meat products 
are reflected in the changes in relative importance of grain as com- 
pared with animal exports. The development of new fishing 
grounds on the British Columbia salmon streams and in the lob- 
ster beds of the Maritimes is reflected in the fish exports. In 1890 
the leading exports of the Dominion were saw-mill products, 
cheese, fish, cattle, and barley. Wheat had not attained great im- 
portance. The formerly substantial exports of barley to the 
United States were almost eliminated by the prohibitive rates of 
the McKinley tariff of 1890. 

In view of Canada’s rising secular trend, it would have been 
indeed surprising if imports had been much curtailed after 1879 
without the protective tariff. As a matter of fact, in the first six 
years of the National Policy, Canadian imports were almost $60,- 
000,000 greater than during the revenue tariff period. Of course 
most of this growth was attributable to normal expansion and the 
demands of the extensive construction program started with the 
building of the Canadian Pacific Railway. The accompanying 
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tabulation of imports per capita with the influence of price 
changes removed shows steady expansion. 

TABLE 10 

Imports op Canada, 1869-1910^ 


Year Value per Capita 

(1900 prices) 

1869 $14.00 

1870 16.54 

187s 22.49 

1880 15.29 

1885 20.58 

1890 22.88 

189s 23-58 

1900 32.64 


*■ Taylor and Michell, Statistical Contributions, II, 3, Table (a), 

Taylor has shown that a strong correlation has existed between 
capital imports and general prosperity. Years of unfavourable 
balance of trade on commodity account were usually years of 
prosperity in the Dominion.® From i88i to 1892 the trade bal- 
ance was continuously passive though not to the degree of the 
1900-1913 period. Imports to which protection applied fell 
sharply, however, in years of recession. A comparison of the year 
ending June 30, 1883 with the year ending June 30, 1884 shows 
that imports of iron and steel manufactures declined by over 
$1,000,000; cotton manufactures by $2,500,000; manufactures 
of wood by $1,000,000; leather and its manufactures by $600,- 
000; while other manufactures produced to an increased extent 
in Canada, namely, glassware and earthenware, woolens, paper, 
hats, and caps by a total of $1,290,500.® 

If one compares the relative importance of the main categories 
of imports for the years 1869-1875 with the two ten-year intervals 
1876-1885 and 1886-1895, the influence of the tariff does not 
appear decisive. In 1869-1875, 26.5 per cent of Canada’s imports 

® Taylor and Michell, Statistical Contributions, 11 , 4, Table B. 

® Figures quoted in article by George Johnson in Ottawa Citizen, August 16, 1884. 
See Macdonald Papers, Misc. i, 1884-85. 
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were textiles, 12.8 iron and steel products, and 27.0 per cent agri- 
cultural products other than animals. From 1876 to 1885, textiles 
rose to 28.7 per cent, iron and steel declined only to 12.4 per cent, 
whereas agricultural products declined 3.3 per cent to 23.7 per 
cent. For the decade when protection was well established, iron 
and steel products made up 12.6 per cent of total imports, nearly 
the same proportion as in 1869-1875, textiles 26.0 as compared 
with 26.5 per cent in the earlier period, and agricultural imports 
22.2 per cent of the aggregate as compared with 27.0 per cent in 
1869-1875. Nonmetallic minerals, chemicals, wood and paper, 
and animal products were assuming greater importance than be- 
fore 1879.'^ Raw materials made up ii.o per cent of Canada’s 
imports for 1881-1885 and 13.7 per cent for 1891-1895 as com- 
pared with 5.7 per cent for 1871-1875.® Greater manufacturing 
activity increased demands for imported raw materials. 

A review of the basic statistics of the manufacturing industries 
of the country and a survey of general opinion after the inception 
of the National Policy may cast some light on reaction to the pro- 
tectionist program. Later some of the important new industries 
will be considered in some detail. When the year 1881 is com- 
pared with the year 1891 for manufacturing industries as a whole, 
the first full census decade of the National Policy shows substan- 
tial expansion. Value of products increased slightly more than 
the number of manufacturing establishments. However, the fall- 
ing price level for the period leads to underestimation of the real 
increases in output. Table 1 1 depicts this expansion. 

The increase of 114 per cent in capital investment was perhaps 
out of proportion to the increase of just over 50 per cent in value 
of product and number of establishments. This result would in 
part follow from greater mechanization (note the relatively 
smaller increase in number of employees), but may also be at- 
tributed to some over-capitalization based on over-optimism re- 
garding the country’s immediate future after 1880. This conclu- 
sion is strengthened by the large number of business failures and 
reorganizations occurring in manufacturing industries. Money 

’Taylor and Michell, Statistical Contributions, 11, 4. 

® Taylor and Michell, Statistical Contributions, II, 6. 
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TABLE 11 

Manufacturing Industries, 1881-1891^ 

Money Figures in $1000 



1881 

1891 

Per Cent Increase 

Number of establishments. . . . 

49,722 

75,968 

51-8 

Capital 

$165,303 

354,620 

1 14.0 

Number of employees 

254,93s 

370,256 

44.4 

Wages paid 

$ 59,429 

200,663 

67.8 

Cost of raw materials 

$179,919 

256,119 

42.3 

Gross value of product 

$309,676 

476,259 

53*5 


^ Census of Canada, 1880-81, vol 3; and Hid., 1890-91, vols. 3 and 4. 


wages per worker were on the increase ($233 per worker in 1881 
as compared with $271 in 1891), and manufacturing industries 
were attracting a larger proportion of the population. The num- 
ber of employees in manufacturing rose more than 44 per cent, 
as compared with an increase of under 12 per cent in the popula- 
tion of Canada for the same census period. 

After 1879 the Liberal leaders in Parliament attacked the Na- 
tional Policy with all the theoretical and practical verbal artillery 
at their command, but the information appearing in official sources 
nearly all reflected credit on the new program. Not all this evi- 
dence can be taken at face value, however. Just as the House 
committee on depressions in 1876 reflected the free trade views of 
the Mackenzie administration, so similar bodies in the i88o’s 
found evidence to substantiate the official policy of the day. A 
House of Commons committee in 1882 concluded that an addi- 
tional home market for Canadian industry of over $12,000,000 
had been secured by keeping out American goods, and that this 
had been accomplished without higher prices in Canada for the 
foreigner absorbed the duty.® In a poll of rural opinion — taken 
by distributing questionnaires through channels of questionable 
objectivity, such as members of Parliament, local politicians, and 
farm machinery dealers — a strong vote in favour of protection 
was elicited. A majority of those questioned (496 to 169) said 

® Journal of House of Commons, 1882, vol. XVI, App. No. 2, Report of the Select 
Committee of the House of Commons to Inquire into the Operation of the Tarifi 
on the Agricultural Interests of the Dominion, May 4, 1882. 
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the home market for farm produce had improved under the Na- 
tional Policy, raw wool being the only product not beneficially 
affected. Remarkably enough, 438 out of 598 said farm machin- 
ery prices had not increased with the higher tariff. A large ma- 
jority (419 to 156) still favoured reciprocity with the United 
States, and they believed the Canadian tariff would be an effective 
bargaining device to that end. 

Some regional bias on the tariff question came out in the i88o’s, 
though not as strongly as in later years. In the Maritime prov- 
inces opinion was divided, though most of the comments elicited 
by inquiries in 1882 were unfavourable to the National Policy. 
Adverse reaction would have been expected from the export indus- 
tries and perhaps from industries dependent upon imports of raw 
materials for their existence. The lumber industry of the Mari- 
times, already hard hit by the near extinction of wooden ship 
building, was deeply depressed in the i88o’s according to the 
report of Edward Willis on the manufacturing industries of the 
Maritime provinces in 1885.“ John A. Mackasey of Halifax 
objected to what he called the anomaly and injustice of admitting 
foreign woods free and failing to provide any bonus (similar to 
iron and steel subsidies) to the lumber industry.’-^ Goods used in 


^Sessional Papers, vol. XVIII, No. lo (1885), Paper No. 37, p. 3Sfi, esp. p. 41. 
‘‘^Macdonald Papers, Misc. 2, 1883, July 23, 1S83. Some articles mentioned with 
comparable duties under the revenue and protective tariffs were: 


Steam engines, boilers, 

1878 

1883 

machinery, mill saws 


2S% 

Chains 

free 

s% 

Steel (for tools) 

free 

$5 per ton 

Harness and boots 

17]^% 

25% 

Hay 

10% 

20% 

Woolen for clothing 

17^% 

10^ per yd. and 25% 

Duck for overalls 

17^% 

24 per yd. and 15% 

Oats 

free 

10^^ per bu. 

Cornmeal 

free 

40^ per bbl. 

Flour 

free 

Sq4 per bbl. 

Beans 

free 

15^ per bu. 

Lard 

i4 per lb. 

24 per lb. 

Axes 

17^% 

30% 
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the industry, including the lumberman’s food (for the most part 
duty free before 1879), clothing, and mechanical equipment were 
now heavily taxed. He asked for repeal of the export duties on 
timber and imposition of duties on all foreign woods not abso- 
lutely essential for the consumer. 

At Confederation, industrial leaders of Nova Scotia had ex- 
pected the union to enlarge their markets in central Canada. 
With their abundant coal resources they saw no reason why the 
Mari times should not become the manufacturing centre of Can- 
ada, as New England was of the United States. Disillusionment 
came soon. The ship building industry, at its peak in the 1840’s 
and 1850’s, could not compete with the steel ships of the mother 
country, and with cheap water transportation in the summer 
months coal was moved westward and attracted few industries to 
the Maritimes except the small forerunners of a primary iron and 
steel industry in Nova Scotia. In 1879 a duty of 50 cents a ton 
had been reimposed on coal and coke to give seaboard coal a 
larger share of the Quebec market. But in 1885 coke for manu- 
facturing purposes was placed on the free list (48-49 Viet., c. 61), 
and in 1887 the duty was removed from anthracite (50-51 Viet., 
c. 39). Secondary manufacturing industries catering to the home 
market included sugar refining (four refineries in 1885), wood- 
working and furniture, cordage, rope, and twine. A cotton indus- 
try, dating from the i86o’s was in poor condition, and over- 
expansion of a few basic lines and lack of diversification resulted 
in heavy losses during the depression of 1884-85. The furniture 
and nail and tack industries reported satisfaction with the tariff, 
but most of the others felt the burden of higher costs on raw ma- 
terials unbalanced by duties high enough to allow penetration of 
the central Canadian markets. 

Reports from the central provinces on the first fruits of protec- 
tion, while tempered by some disappointment, were much more 
enthusiastic than opinion from the Maritimes. In 1885 the gov- 
ernment appointed Mr. A. H. Blackeby to survey the industrial 
results of the National Policy in Ontario and Quebec.^^ He 
^Sessional Papers, vol. XVIII, No. lo (1885), Paper No. 37, pp. 4-35. 
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emphasized in his report that a period of experimentation must 
follow fundamental changes in fiscal policy, and that Canadian 
manufacturers were adjusting themselves to the demands of the 
internal market although he was able to mention some instances 
of successful invasion of the American market by Canadian firms 
from behind the new tariff wall. Blackeby collected information 
for 1878 and 1884 on some eighteen industries including most of 
the beneficiaries of the National Policy. Machinery, woodwork- 
ing, textiles, paper, and miscellaneous consumer goods made up 
his list. The picture given was of those Canadian firms which 
were operating in 1878 and continued through 1884, together 
with the new arrivals between 1878 and 1884 which were in opera- 
tion in the latter year. Firms failing or reorganized between the 
years of comparison were not included, consequently the picture 
is heavily weighted on the optimistic side. The information given 
covers the number of firms studied, the number of hands they 
employed, yearly wage bills, average wage per worker, capital in- 
vested, and the gross value of the product. For the group of firms 
selected, 467 old firms and 258 new arrivals, the number of em- 
ployees increased by about 100 per cent, capitalization by 85 per 
cent, and the gross value of production by 126 per cent. Yearly 
wages increased 6 per cent more than the number of hands em- 
ployed, making for a slight increase of about $i i per year in the 
average wage. Manufactures of musical instruments, miscellane- 
ous small industries, cotton production, knitting factories, leather 
and brush manufactures, and paper factories underwent the larg- 
est expansion. Many of these consumer goods industries had 
stressed the need of protection before a House committee in 
1874.^® As might be expected, industries already fairly well estab- 
lished prior to the advent of protection, such as boots and shoes, 
clothing manufacturing, farm machinery, foundries and other 
iron manufactures, showed less than average increases between 
1878 and 1884. 

In the United States at this time the critics of the tariff were 
closely associating it with the growing trust problem in American 

^Journals of Souse of Commons, 1874, vol. Vni, App. No. 3. 
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industry. In 1887 and 1888 combinatioiis in restraint of trade in 
several Canadian cities attracted ofl&cial attention. A select com- 
mittee on combinations of the House of Commons in May 1888 
heard evidence on alleged trade associations and combinations in 
the grocery trade, especially with respect to sugar, the binder 
twine trade, iron founders’ association, farm machinery, under- 
takers’ supplies, and coal.^* Local price controls were also said 
to exist in tobacco, matches, and baking powder. 

The coal dealers of several Canadian cities, notably Toronto 
and Ottawa, produced the most flagrant example of restrictive 
trade practices. The committee of the Coal Association of the 
Toronto Board of Trade was apparently under the dictation of the 
coal affiliates of American railway companies. This body took 
upon itself pseudo-judicial powers to fix prices and punish price 
cutting by fines and business ostracism. Large contracts were 
sold by the Association to the highest bidder at predetermined 
prices. This could not be considered a tariff-created combination, 
however, as it operated after the 50 cents per ton duty on anthra- 
cite was removed in May 1887. It was rather the extension to 
Canada of the tentacles of a combination in operation in the 
United States. The Canadian price of anthracite fell 50 cents a 
ton after the duty was removed in 1887, but the price had risen 
very rapidly just prior thereto, thus showing evidence of price 
rigging for political effect. 

The committee secured evidence that the tariff of ij 4 cents a 
pound plus 3 5 per cent ad valorem on refined sugar made it easier 
for the wholesaler-refiner combination to operate in that field.^® 
The farm machinery industry, however, was acquitted of price 
fixing, and the committee did not attempt to establish a clear case 
for indictment of the tariff as a monopoly-breeder in Canadian 
trade. The cotton textile industry, the first large industry to 
undergo large scale combination (1884) after the tariff increases, 
was not investigated. 

An act was passed in 1889 (52 Viet., c. 41) for the suppression 

Journals of House of Commons, i8S8, vol. XXII, App. No. 3. 

'^Journals of House of Commons, 1888, vol. XXII, App. No. 3, p. 26. 
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of trusts and combination in restraint of trade. According to 
Porritt this act was entirely unsuccessful.^® In 1897 reduction in 
the tariff was made a potential weapon in the anti-trust fight, but 
except when the forces fighting combinations had substantial 
publicity weapons at their command, such as the Press Associa- 
tion of Canada in its fight against the paper industry in 1897,, 
little could be accomplished.^^ 

As for the emergence of large scale production in Canada, the 
expansion of large enterprises was more rapid than that of smaller 
ones in the i88o’s. 

TABLE 12 


Distribution or Manuracturer by Size or Establishment^ 


Geodt No. 

1880 

1890 

Vacation 

Output 

Per Cent 
of Total 

Output 

Per Cent 
of Total 

Increase 

Per Cent 
Increase 

I 

$ 20,734 

6.7% 

s 32,19s 

6 7 % 

$ 11,521 

55 6% 

2 

64,940 

20 9 

93,261 

19.6 

28,321 

43-6 

3 

36,808 

II.9 

47,709 

10. 1 

10,901 

29.6 

4 

33.482 

10.9 

42,239 

8.8 

8,756 

26.1 

5 

153,768 

49.6 

260,795 

54-8 

107,027 

69.6 

Total 

$ 309)732 

100.0 $ 4765I99 

100 0 { 

^ 166,526 

53-7 


^ Census of Canada , 1890-1891, IV, 252. 


Group number i, in Table 12, includes all mechanical and in- 
dustrial establishments whose output in the census year was 
imder $2000 in value. Number 2 includes all such establishments 
having an output of $2000 to $12,000; number 3, $12,000 to $25,- 
000; number 4, $25,000 to $50,000; and number 5, over $50,000. 
It will be noted that the group containing the smallest plants en- 
joyed a substantial increase over the period. The medium sized 
plants, represented by groups 3 and 4, expanded least, while the 
largest plants, in group 5, expanded most substantially. 

Iron and steel producers, the farm machinery industry, and tex- 
tile manufacture were perhaps the principal protagonists for, and 
beneficiaries of, the National Policy. Their development under 

Porritt, Sixty Years of Protection^ p. 346. 

Porritt, Sixty Years of Protection, pp. 344-3 50. 
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the tariffs of Macdonald and Tilley, and later of Laurier and 
Fielding, will be traced in this and later chapters; in the discus- 
sion of later periods the automobile industry will be included. 
This group, all dependent to a high degree on tariff assistance, 
closely reflect the vicissitudes of the Canadian economy in pros- 
perity and depression. Their expansion patterns, investment and 
emplo3mient opportunities, price policies, and resistance to de- 
pressions throw light on the success of the Canadian tariff in 
accomplishing its direct objective: to establish Canadian manu- 
facturers upon a substantial and stable basis. 

Producing diverse and non-competitive output these four in- 
dustries have characteristics in common. All produce a major 
share of Canadian consumption in their respective fields. Farm 
machinery, primary iron and steel, and automobiles while pro- 
tected or subsidized in Canada have been sold abroad in large 
volume. They have been beneficiaries of British preference and 
treaty tariff rates in British and foreign countries. Direct invest- 
ment from the United States has established the Canadian auto- 
mobile industry and the leading domestic supplier among farm 
equipment companies. British and American capital and entre- 
preneurship have initiated the largest establishment in the steel 
and textile fields. The farm machinery and automobile industries 
have been principal beneficiaries of loopholes in the tariff that 
have allowed parts of non-Canadian manufacture to enter free or 
at low rates. The iron and steel industry has suffered a deteriora- 
tion of its economic position by this policy. It was, however, dur- 
ing its developmental period before World War I the principal 
beneficiary of direct federal subsidies. 

As the ne plus ultra of the developed industrial state the pri- 
mary iron and steel industry commands our first attention. For 
our consideration, primary iron and steel production may be de- 
fined roughly as the blast furnace, steel works, and rolling mills 
industry. Pig iron, ferro-alloys, wire rods, steel ingots, direct steel 
castings, structural steel, rails, and rolled or drawn iron and steel 
products are chief among its variegated products. Owing to dif- 
ferent degrees of vertical combination in different firms, no pre- 



192 COMMERCIAL POLICY IN CANADIAN ECONOMY 

cise economic definition of industries in modern economics is 
possible. Such delimitation is not, however, essential for our 
survey. All extractive operations at one end of the production 
process and all production of capital equipment (except railway 
rails) or consumer goods at the other are excluded as completely 
as possible. 

The resumption of railway building following 1880 stimulated 
expansion in primary and secondary iron and steel manufactures. 
Government aids, moderate in 1879, were substantial by 1889. 
Despite $2.00 per ton import duties on pig iron and I 2 j 4 per cent 
on scrap, consumption of pig iron increased from an average of 
about 75,000 tons per annum between 1880 and 1885 to 107,000 
tons from 1890 to 1895.^® Nova Scotia and Quebec produced 100 
per cent of Canadian pig iron in the i88o’s and the early 1890’s. 
In 1887 Nova Scotia produced 17,250 tons and Quebec 4,917. By 
1893, the high point prior to 1896, Nova Scotia’s production had 
risen to 41,493 and Quebec’s to 8,460.^® 

The application of the principle of bounty payments to domes- 
tic production of pig iron made from domestic ores was adopted 
in 1883 as a temporary expedient calculated to reduce the burden 
of the tariff on immediate consumers of pig iron without depriving 
the primary industry of stimulation.®® For the interval from 1883 

“Slabs, blooms, billets, muck, and puddled bars, dutiable at I 2 j 4 per cent, were 
reduced to lo per cent in 1880, Rolled and hammered bars were charged 17J4 per 
cent in 1879. 

See Dominion Bureau of Statistics, Iron and Steel and Their Products (Annual 
Reports) ; or Donald, Canadian Iron and Steel Industry, App. B, Table I, p. 327. 

“°The thesis has been advanced that bounty payments are more expensive than 
a tariff from the standpoint of the national economy. This is a doubtful hypothesis. 
To be effective the subsidy has to be set at the difference between the higher do- 
mestic costs of production and the price at which the foreign producer is willing to 
market his goods in the country. This is paid out of the general funds of the gov- 
ernment, and the incidence is on the taxpayers at large, not only the consumers of 
iron and steel. In the case of the tariff, regarded purely as a protective measure, it 
will also be set at the difference between domestic cost and the foreign price, but 
the burden will then of course fail on the secondary industries and ultimate con- 
sumers of iron and steel products. A reduction in the tariffs on secondary iron and 
steel goods following the extension of the bounty system after 1896 was quite 
warranted. 
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to 1886 a bounty*of $1.50 per ton on pig iron was established. 
This was to be reduced to $1.00 per ton for the years 1886-1889 
after which the bounties were to lapse (46 Viet., c. 14). In 1886 
the $1.50 per ton subsidy was extended until 1889 (49 Viet., c. 
38), and not until twenty-three years after 1889 was the subsidy 
system finally abolished. In 1889 the subsidy was decreased to 
$1.00 per ton (53 Viet., c. 22) but in 1892 this amount was dou- 
bled (57-58 Viet, c. 9). In 1894 a bounty of $2.00 per ton was 
also provided for puddled bars and steel ingots and billets made 
from domestic ores (57-58 Viet., c. 9). The only important iron 
works in operation at the inception of the National Policy was the 
Londonderry plant in Nova Scotia.^^ It failed in 1883 because of 
bad management and lack of coal. The number of primary pro- 
ducers in Canada has never been large, and in 1897 there were 
only four companies on the bounty list.^^ In 1891 there were 
twenty-nine establishments producing iron and steel products in 
Canada, and by 1894 the capacity of the industry was ample to 
supply the domestic demand for rolling mill products.^® New 
mills and blast furnaces were started in the Maritimes and at 
Hamilton in that year following the placing of duties on scrap and 
the granting of bounties on puddled iron. Donald notes that pro- 
tection was most effective in the rolling mill industry, and he dis- 
counts the importance of the tariff to th? primary division; 
“. . . practically all the successful pig iron and steel plants were 
started because of fundamental technical conditions that favoured 
their development rather than because of the application of the 
national policy. . . .” In industries related closely to primary 
iron and steel, namely, the foundries and the miscellaneous iron 
industries, expansion was general but not spectacular after 1879. 
In the foundry trades from 1879 to 1884, using Blackeby’s sam- 
ple, capital invested increased by 74 per cent, labour employed 

Donald, Canadian Iron and Steel Industry, pp. 106-107. 

Donald, Canadian Iron and Steel Industry, p. 134. 

Donald, Canadian Iron and Steel Industry, p. 120. 

^Donald, Canadian Iron and Steel Industry, p. 125. 
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by 83 per cent, and value of production a little in excess of 104 
per cent. In the miscellaneous iron industries capital invested 
grew by 72 per cent, labour employed by 107 per cent, and output 
increased by 172 per cent. From 1878 to 1884 twelve new firms 
appear in the record as foundries and twenty-one as other iron 
manufactures. 

Expansion in the farm machinery industry after 1879 com- 
pared favourably with that of products for urban use. The indus- 
try had been able to make rapid progress under the revenue tariff, 
and its leaders were opposed to a general protective tariff in 1876. 
A decade later, however, farm machinery manufacturers were 
fairly ardent protectionists and jealous in defense of the 25 to 35 
per cent ad valorem rates of 1887. 

Blackeby’s survey included returns for fifty-seven factories en- 
gaged in farm machinery production in 1885. Thirty-nine of 
these had been established prior to 1879. The firms produced 
chiefly seeding and harvesting equipment. The sample was in- 
dicative of the more prosperous portion of the industry. The num- 
ber of hands employed increased by 87 per cent and capital in- 
vested by about 90 per cent between 1878 and 1884, whereas the 
value of the product grew by 106 per cent. The ratio of the in- 
crease in output to the capital and labour employed indicates 
growing efficiency rather than higher prices. Similar development 
could be noted in other foundry-type industries. Capitalization 
increased by about 74 per cent, the number of labourers by 83 
per cent, and the value of product by a little in excess of 104 per 
cent in the general foundry products group. In the industrial field 
as a whole, however, including the textile industries and the mis- 
cellaneous small industries which had experienced the greatest 
expansion in this time, the showing is somewhat better than in 
the implement industry. In Ontario and Quebec, for all industries, 
the number employed increased by 100 per cent, capitalization 
by 85 per cent, and the value of product by 126 per cent. Wages 
paid increased for the same group by 106 per cent between the 
inception of protection and 1884. 

As for the condition of the wage earner in the implement busi- 
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ness, the average wage per annum per worker was $390.51 in 
1878 and $395-86 in 1884, an increase of $5.35. In comparison 
with other industries of the same class this is a meagre increase. 
For instance, the annual rate of wages per man in the foundry- 
trades generally had increased by $21.58, factory machinery 
workers by $15.27, miscellaneous irop workers by $51.45, and 
all industries combined by $11.20 over the period. The small in- 
crease in wages in the implement industry was attributed to the 
replacement of skilled by unskilled labour, consequent on the 
greater mechanization of factory processes. Pressure of demand, 
it was said, had impelled this change. It is, nevertheless, apparent 
that the benefits of the tariff were not immediately passed on to 
labour despite the promises of the protectionists. 

Local producers almost monopolized the implement market in 
Ontario and Quebec, but American competition was active in the 
Northwest despite the tariff. Prejudice favoured United States 
machines on the prairies, and high freight rates from Ontario 
points to Manitoba, especially prior to the building of the Cana- 
dian Pacific, handicapped Canadian manufacturers. The opening 
of the market in Manitoba and the Northwest Territories to east- 
ern trade by the Canadian Pacific Railway during the i88o’s im- 
proved the competitive position of all Canadian manufactured 
products in that region. After 1884 freight rates to Western Can- 
ada from Ontario were cut by half in some instances because of 
competition between the Chicago-St. Paul route and the C.P.R. 
During the six months from July to December 1883, over $400,- 
000 worth of machinery for farm use entered Manitoba from the 
south.^® 

Though the 35 per cent National Policy tariff might have been 
expected to retard Canadian imports substantially, implement 
imports actually rose to a peak of over $500,000 in 1885. The 
late i88o’s were years of exceptionally keen competition in the 
domestic industry, the fruit of which was frequent combinations 
and absorptions. Imports were steadily reduced until the close of 
the decade as a result of the tariff and domestic competition. In 

^Sessional Papers ^ voL XVI, No. 12 (1883), Paper No. 103. 
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1890, however, there began an upward trend in imports which did 
not gain full momentum until 1898 when the $1,000,000 mark was 
passed. The United States was practically the exclusive source 
of Canadian imports, but American shipments were principally 
types not required in sufficient quantities to warrant domestic 
manufacture. 

The protection of the finished product was of course only part 
of the National Policy. Since the implement industry was largely 
dependent upon imported material, the tariff on raw and partially 
manufactured goods was highly important. The general plan in 
Canada was to impose roughly two-thirds of the American duty 
throughout the schedule on primary and secondary iron and steel 
products. In the 1870’s and early i88o’s the Canadian producer 
could purchase materials on the United Kingdom market more 
advantagebusly than could the American producer, owing to the 
higher American tariff. This had meant lower raw material costs 
for the Canadian producer, but the growth of the American iron 
and steel industry made the United States less dependent on im- 
ported raw materials in the i88o’s. The Canadian manufacturer 
was therefore averse to any increase in the duties on pig iron, 
puddled bars, and scrap, and in 1887 the Massey Company stated 
that the tariff had raised the price of bar iron by $10 to $15 a 
ton.^® 

The drawback provisions of the tariff, together with the re- 
moteness of the western Canadian market and the small extent of 
the demand ■within the Maritime provinces, encouraged manufac- 
turers to seek markets abroad. In the i86o’s the Massey firm had 
started to export on a small scale to Germany, and by 1885 the 
company was well established in the export trade. A Massey 
catalogue of 1887 asserted: “We have this year for the first time 
completed a systematic and efficient organization in Great Britain 
and on the continent for the -wider distribution of our goods. In 
England, France, Scotland, Ireland, Germany, Belgium, Russia, 


Donald, Canadian Iron and Steel Industry j p. 95. 
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Asia Minor, South Africa, South America, the West Indies, and 
Australia our machines are at work. . . In 1890 about 5 
per cent of the gross output of the industry was being exported, 
and for the first time the Dominion had an active trade balance 
in farm machinery. 

What influence did the tariff have on demand and price in the 
domestic market? It should be said that the demand for imple- 
ments is more responsive to economic fluctuations in agricultural 
aotivities than to shifts in prices or rates of duty.^® Since indi- 
vidual farm expenditures for implements are usually of a sec- 
ondary order of magnitude to expenditures for land, labour, and 
seed, demand is less a function of machinery prices than of 
broader economic conditions in agriculture. Before the National 
Policy the price range for implements was kept substantially be- 
low the United States level by domestic competition. It would 
appear that this was no longer true after 1880. Comparisons, 
however, are difficult. Differing standards of equipment, varying 
credit regulations and servicing privileges, and the importance of 
strictly local factors in the market provided opportunity for non- 
price competition and reduce the significance of price compari- 
sons. Canadian firms selling in Western Canada maintained a 
fairly complete system of agencies throughout the prairies as 
early as the 1890’s. The credit facilities which they offered were 
more liberal than those offered in the United States. In Canada a 
lien on the actual implement sold was enough to secure it on a 
time basis, whereas in the United States a complete lien on all the 
purchaser’s assets was usually required. The following price 
comparison was made in two border towns, one in Manitoba 

^^See Massey -Harris. 

^ The average rate of duty collected on implement imports at five-year intervals 
1880-1895 is shown below: 


Year 

Imports (^1000) 

Average Rate of Duty 

iSSo 

168 

27.3% 

188s 

177 

35-0 

1890 

13s 

43-1 

1895 

291 

27.4 
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(Gretna) and the other a few miles away in North Dakota 
(Niche). Almost identical credit and competitive conditions pre- 
vailed in the two localities; the comparison — while lacking de- 
tailed accuracy — ^may, therefore, serve to indicate the similarity 
of prices in the two localities. It was made after changes in the 
tariff in 1894, but does not indicate that the price differential was 
a result of the tariff. On most of the implements specified, the 
tariff was 20 per cent in 1895. 


TABLE 13 
Prices 1895-1896^ 



Gretna (Manitoba) 

Niche (North Dakota) 

Binders 

$140-150 

$130-140 

Massey-Harris Mow^ers. 

50-55 

45-55 

Farm Wagons 

60 

60 

Seed Drills 

75 

75 

Gang Ploughs 

50-60 

50-60 

Walking Ploughs 

20 

18-20 


^Delates, 1896, p 676. 


Since most imported machinery was for western use that region 
felt the tariff more directly than the Ontario farmer using 
Canadian-made equipment. Even after the slashes of 1894 the 
duty paid on harvesters and binders entering Canada in 1895-96 
totalled $26,216, of which Manitoba and the Territories paid 92 
per cent. Taking the implement group as a whole, Manitoba and 
the Northwest Territories contributed 77.6 per cent of the duties. 
These and similar data were the practical basis for agrarian opin- 
ion in Western Canada that the tariff was unfair to that part of 
the Dominion. 

To sum up, from 1876 to 1896, competition from the United 
States was a factor of increasing importance to the farm machin- 
ery producers in the Dominion. The powerful American units, 
among which McCormick and Deering were outstanding, had 
grown to the point where competition between them reached an 
intensive stage. They were, therefore, seeking foreign markets by 
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1880, and without the National Policy would probably have 
undersold the Canadian industry in its own market. In the ab- 
sence of the tariff, the Canadian producers might well have been 
driven into the combination which followed the “reaper war” of 
the 1890’s. The increased efficiency of the iron and steel industry 
in the United States served to wipe out the absolute advantage in 
material costs which the Canadians had enjoyed during the 1870’s. 
In both countries the trend of farm machinery prices was down- 
ward during this period. Cut-throat competition accelerated the 
decline in the United States, and keen competition among many 
new firms in Canada kept prices down and reduced agricultural 
discontent with the National Policy. Agrarian discontent became 
a much stronger force two decades later when the keenness of 
competition had been dulled by combinations in Canada as well 
as in the United States. 

This survey will be concluded with some references to an im- 
portant consumer goods industry, namely, textiles. Every impor- 
tant branch of the textile industry appears to have received a sub- 
stantial impetus from the National Policy. Not only was there 
an increase in the number of firms engaged in the various branches 
of the cotton, woolen, knit goods, and silk thread lines after 1880, 
but their size and financial strength expanded rapidly. In fact 
the period 1880-1896 was the heyday of textile expansion in Can- 
ada. Towards the end of this period the industry began to show 
evidence of maturity as combination and retrenchment reduced 
the number of units and financial control made itself evident. In 
1890, for example, the Dominion Cotton Mills Company, Ltd., 
supported by English and American capital, was formed to amal- 
gamate the principal grey goods mills in the Maritimes, Quebec, 
and Ontario. Two years later seven other cotton companies were 
combined by Canadian Coloured Cotton, Ltd. By 1892 these two 
mergers were able to control 19 out of 26 mills in Canada and 70 
per cent of the machine equipment.^® Between 1878 and 1885 
seventeen cotton mills had been established, whereas no new mills 

Report of Royal Commission on the Textile Industry, p. 36. 
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were opened in the last decade of the century, and mills in many 
of the smaller cities were closed. 

Expansion is reflected in the statistics of the industry during 
the period. During the eighties, capital invested in the cotton 
yarn and cloth industry increased almost four times from $3,476,- 
500 to $13,208,121, and employees increased from 3,529 to 8,502. 
Net value of production expanded from about $1,800,000 in 1880 
to $4,243,710 in 1890. Relatively the greatest expansion occurred 
in Nova Scotia and New Brunswick, but in absolute terms Que- 
bec was already the dominant province in the industry with 44.6 
per cent of the total production as compared with Ontario’s 29.3 
per cent, and the Maritimes’ 26.1 per cent in 1890. “The expan- 
sion in the capacity of the cotton mills during the early eighties 
was more than sufficient to meet the domestic demand.” Im- 
ports of cotton cloth dropped from 47,000,000 yards in 1879 to 

30.000. 000 in 1883. Imports of raw cotton, the best indication of 
the industry’s activity, increased from 11,479,000 pounds in 1879 
to 23,328,000 pounds in 1883 and 34,550,000 in 1890.®^ The early 
mills specialized in grey cloths. With the slump of 1884, however, 
some diversification was necessary to relieve the over-production 
which the phenomenal expansion just described had created. 
Bleaching and calico printing equipment was installed. The com- 
pletion of the Canadian Pacific provided a new outlet to the 
Orient. Over 5,000,000 yards were thus exported in 1887.®^ 

The cotton industry was clearly a beneficiary of the new pro- 
tection. The duties on printed fabrics were given a special tariff 
category in 1884 at 27^ per cent, and in 1887 this had been 
raised to 32J4 per cent.®® Duties on other cotton products ranged 
from 20 to 30 per cent for the early years of the National Policy. 
With this tariff, and cognizant of the dangers of over-production, 

^Report of Royal Commission on the Textile Industry f p. 34. 

^Report of Royal Commission on the Textile Industry, p. 41, Table. 

^Report of Royal Commission on the Textile Industry, p. 35. 

Imports of dyed or coloured goods decreased from 33,000,000 yards in 1879 

25.000. 000 in 1S90, Report of Royal Commission on the Textile Industry, p. 40. 
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the mergers noted above are understandable. That atomistic 
competition did not long persist is clear. Even in 1883 one con- 
cern found it desirable to curtail production for two months in 
order “that stocks might be reduced and regular prices for the 
goods maintained.” Of the 54 woolen mills examined in 
Blackeby’s report in 1885, 19 had been established after 1879, 
and all had increased their production. In 1890 there were 377 
mills engaged in the woolen industry, an increase of over too as 
compared with 1870. The net value of production was $4,000,000 
compared with $2,290,000 in 1870. 

Woolen production was undoubtedly less dependent upon the 
tariff than the cotton industry. It could rely on indigenous sup- 
plies of wool produced on the farms of Ontario ; most of the mills 
were small and served local markets only. The tariff on woolens , 
was approximately doubled by the National Policy, and apart 
from lighter fabrics which were non-competitive and entered at a 
lower rate, the duties were the equivalent of 30 to 35 per cent up 
until the time the British preference was applied in 1897. During 
this early period the Canadian w;oolen industry attained a high 
degree of prosperity from which it entered a long decline in the 
next dozen years or so. 

The hosiery and knit goods industry received protection at the 
same level as the two branches of the industry just discussed. 
Like the two branches described above, hosiery and knitting fac- 
tories expanded rapidly from 1879 to 1883 and ran into difficulties 
when the productive capacity of the industry exceeded the con- 
suming power of the people. Thanks to a developing market in 
the Northwest the storm was weathered, and comparative stabil- 
ity has been the lot of this industry ever since. 

None of the industries discussed in this summary appraisal of 
the first fruits of protectionism owed its birth to the National 
Policy. For the most part, their roots extended far back into 
colonial history. Credit for their expansion during the first decade 

“^Excerpts from the directors’ report to a shareholders’ meeting of the Hudon 
Company, quoted in RepoH of Royal Commission on the Textile Indnsity, p. 35* 
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of the protective tariff must be shared between commercial policy 
and the secular forces making for expansion in industrial Canada. 
Without protection Canadian industry would probably have been 
more closely integrated with the giants that were emerging dur- 
ing the combination era in the United States. This is particularly 
true of the group surveyed above. 



CHAPTER IX 


NATIONAL POLICY UNDER LIBERALISM 

The end of the long Conservative term of office in 1896 did not, 
as many Canadians either feared or hoped, end or seriously dis- 
turb the dominance of National Policy principles. Vociferous 
though the Liberals were in criticism of high tariffs and in ex- 
tolling the theoretical principles of free trade, they failed to tear 
down the protective walls when they came into power. Rather 
they contented themselves with the development and extension of 
devices, such as bounties and preferences, to ameliorate some of 
the abuses and grievances of which they had complained, and 
maintained a general protectionist commercial policy. In fact, 
the next dozen years were to see many steps taken in the direction 
of state paternalism in Canada — steps such as railway subsidies, 
encouragement to the iron and steel industry, and special con- 
sideration for the textile industry — counter to the principles of 
laissez faire under which the Liberal party had campaigned dur- 
ing the early National Policy period. Only after 1906, when the 
power of the Laurier administration was on the wane, were any 
whole-hearted efforts made in the direction of freer trade. 

In 1896 the election deprived the Conservatives of the power 
no leader had been able to wield effectively after Macdonald’s 
death in 1891. Sapped by internal discord, the party split over 
the thorny Manitoba schools question. But racial passions and 
jurisdictional issues really played a less fundamental part in the 
election than the decline in agricultural prices which for years 
had reduced the profits of farming. As in the United States, 
agrarian discontent rose steadily in the first half of the 1890’s, and 
many who had supported the high tariff party in the i88o’s turned 
against it. 

At the inception of the National Policy, farm opinion in Can- 
ada had not been averse to higher tariffs. In 1882 a select com- 
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mittee of the House found that farmers looked to protection to 
assure them higher prices and an expanded and secure home 
market.’- Ten years later the home market argument had grown 
rather thin as the volume of domestic investment and employ- 
ment declined during the depression. Furthermore, a shift of 
agricultural interest and leadership was taking place, and the 
West was becoming more and more the agricultural centre of the 
Dominion. As staple exporters the majority of prairie farmers 
had little interest in a protected market in more self-sufficient 
eastern Canada. Resentment grew at duties on farm equipment, 
binder twine, and clothing. Opposition to the tariff was also 
strong enough in the East to give the Patrons of Husbandry suc- 
cess in the Ontario elections of 1894. 

D’Alton McCarthy warned the Conservatives of the strength 
of farm opposition to the tariff in 1893. The next year they tried 
to effect conciliation with reductions on farm machinery and with 
the institution of ad valorem duties. The trend back to ad valorem 
duties, continued by the Liberals after 1896, was a recognition of 
the increased burden of specific duties in the face of the falling 
price level. The Conservatives did not, however, carry the tariff 
downward far enough to bring the effective rates even to the levels 
contemplated by the original architects of the National Policy in 
1879. 

At the Ottawa Convention of 1893 the Liberals adopted a plat- 
form calling for a return to “tariff for revenue only,” a vague 
phrase calculated to enable the party to reap the harvest of dis- 
content among farm groups without committing the party to genu- 
ine free trade. The high tariff was condemned by the Liberal 
delegates as a creator of industrial trusts and as a “servile copy 
of the American system.” ^ The Liberals contended that infant 

'^Journals of House of Commons, vol. i6 (1882), App. 2, p. 14. The Grangers 
and Patrons of Husbandry were the leading farm organizations in the 1890’s. These 
organizations turned toward free trade about 1893. See Louis A. Wood, History of 
Farmers^ Movements in Canada (Toronto: Ryerson Press, 1924), pp. 94-'95 and 
143-144. 

^ Official Report of the Liberal Convention Held in Response to the Call of Hon. 
Wilfrid Laurier (Toronto: Budget Printing and Publishing Company, 1893), p. 32. 



NATIONAL POLICY UNDER LIBERALISM 205 

industries nourished by protection through their natal stages had 
failed to mature and had either died in adolescence or had re- 
mained dependent on the tariff which was a burden carried by the 
exporters and consumers of the nation. Sir Richard Cartwright 
estimated that the National Policy had cost the consumers not 
less than a thousand million dollars during the first thirteen years 
of its life.® Laurier, the Liberal leader, who had avowed himself 
a moderate protectionist in 1876, promised that free trade w^ould 
be the ultimate goal of the party though he spoke only of a care- 
ful revision of the National Policy as the immediate objective. 

Despite the commitments of the Ottawa Convention, those who 
looked for a return to the tariff philosophy of Cartwright and 
Mackenzie in the budgets of the Maritime Liberal William S. 
Fielding, Laurier’s Minister of Finance, were soon undeceived. 
Reductions in the budget of 1897 incited the opposition to raise 
the cry of ruin to Canadian industry. Sugar refining, wire, tool, 
and hardware manufactures especially were held to be in peril. 
But in view of the duties retained at, or near, former levels and 
the enlarged application of the subsidy system, the Conservatives 
could have argued with greater merit that the Liberals had stolen 
their doctrines and policies. 

A brief summary of general rates of duty in the early National 
Policy years and in those of the Liberal r^ime indicates the per- 
sistence of protection after 1897. The Tilley budget of 1879 had 
provided for an average rate of duty upon dutiable imports of 
about 23 per cent. By 1887, the year of highest nominal National 
Policy rates, the average was nearly 29 per cent. The decline in 
prices and the use of specific duties brought the effective ad 
valorem rate up to nearly 32 per cent in 1891. The level existing 
when the Liberals attained power in 1896 was about 30 per cent. 
By 1903, after seven years of “tariff for revenue only,” and after 
the British preference had reduced the duties on British goods by 
one-third of the general rates, the average rate on dutiable im- 
ports was still about 27 per cent. In 187^, after the inception of 
the National Policy, the free list covereci 70 per cent of all im- 

^Report of the Liberal Convention, p. 42. 
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ports by value; by 1896, before the first Fielding tariff, this per- 
centage was 61 ; and in 1903 only 60 per cent of imports were free 
of duty. 

Before drawing up the budget of 1897, Fielding, Cartwright, 
and Patterson — respectively Minister of Finance, Trade and 
Commerce, and Customs— held tariff hearings; like their prede- 
cessors of 1894, chiefly in industrial centres. While some farm 
deputations appeared with demands for the total abolition of pro- 
tection or the repeal of duties on coal oil and other basic 
consumers goods, the farmers had not yet learned the art of organ- 
ized pressure, and failed to present themselves in force.* Indus- 
trialists who were more expert in the lobbying art found their 
interests better served when the new schedules were drawn up. 
The pseudo-protective duties on agricultural products in 1897 
did not differ materially from the original National Policy rates. 
Wheat received 12 cents and oats 10 cents a bushel (60-61 Viet., 
c. 16). Wheat flour, at 60 cents a barrel, was 10 cents higher 
than in 1879. Butter at 4 cents and live cattle at 20 per cent were 
the same as in 1879. Live hogs were dutiable at cents a 
pound. Some concessions were made of immediate interest to the 
farmer, such as reductions in the duties on wire fencing and 
binder twine. 

The duties on iron and steel and textile products are the real 
bases of any Canadian tariff. By retaining protection on these 
basic manufactures the Laurier government gave the coup de 
grace to free grade and “tariff for revenue only” as practical issues 
in Canadian politics.® In 1897 the duty on pig iron was reduced 
from $4.00 to $2.50 a ton and on scrap from $3.00 to $1.00 a ton. 
Steel ingots, blooms, slabs, puddled bars, and billets were reduced 
from $5.00 to $2.00 a ton. These reductions, except for scrap 
iron, were, however, offset by a broadened schedule of bounties. 

*See Montreal Gazette, January 6 and 9, 1897. 

^On April 23, 1897, the Montreal Gazette, hitherto most antagonistic to Liberal 
poKcies, conceded that “The better sense of the Ministers has prevailed in many 
cases” in drafting the new budget. While not approving the new double column 
tariff the Gazette doubted its practical importance. 
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Pig iron made from domestic ore was given a bounty of $3.00 a 
ton and from imported ore $2.00 a ton in 1897 (60-61 Viet., c. 6). 
Bounties on puddled bars, steel billets, and ingots were raised 
from $2.00 to $3.00 a ton. The duties on iron and steel forgings 
were increased from 20 to 30 per cent though angles, plates, and 
steel bars were reduced from $10.00 to $7.00 a ton. The general 
classification, machinery of iron and steel, was increased in duty 
from 25 per cent to 30 per cent, but mining machinery was placed 
on the free list. The protective objective is clear in the arrange- 
ment under which skelp for pipe-making paid $7.00 a ton except 
when imported by pipe manufacturers. Then the duty was only 
5 per cent. Manufactured pipe bore 30 per cent. Light steel rails 
remained at 30 per cent, but heavy rails (not manufactured in 
Canada) entered free. In 1894 the rate on general agricultural 
implements had been reduced from 35 to 20 per cent, and in 1897 
that on small tools was lowered from 35 to 25 per cent. On pri- 
mary iron and steel products the reductions of 1S97 varied from 
35 to 75 per cent, and on secondary from 12 to 20 per cent of the 
previous duty. 

In the textile schedules the 7)4 cent specific duty on woolen 
and worsted yarn imported by weavers was removed, though the 
20 per cent ad valorem duty was retained. Woolen and worsted 
cloth in the grey was reduced from 30 to 25 per cent. Finished 
cloth, however, was increased from 30 to 35 per cent. Revenue 
duties on sugar, liquors, and tobacco were increased. Crude pe- 
troleum was reduced from 7.2 to 5 cents a gallon, except when 
imported for the use of manufacturers other than oil refiners when 
the duty was 2)4 cents. 

The act of 1897 contemplated the use of the tariff in a new 
role as a complement to the Combines Act of 1889 in checking 
tariff-protected trusts. The Governor-in-council was authorized 
to place on the free list any commodity which was found, by a 
superior court judge, to be sold under monopolistic conditions. If 
any duty was found to operate to the consumers’ disadvantage it 
might be reduced. Just what duties would be immune to reduction 
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under tins provision was not indicated. The Montreal Gazette 
criticized this amendment because it gave the government power 
that could be readily used for blackmail.® There is little evidence 
of its use in this or any other way. 

In introducing the tariff of 1897 Fielding said that the return 
to power of the Republican party at Washington made a moderate 
protective tariff essential as a bargaining weapon for reciprocity.’’ 
During their years in opposition, reciprocity with the United 
States, extending even to commercial union, had been a talking 
point for the Liberal leaders. In the fall of 1896, after their elec- 
tion, Fielding and Cartwright carried on discussions in Quebec 
and Washington with American leaders. Agricultural depression 
in the United States, however, made the Democratic administra- 
tion reluctant to allow Canadian farm surpluses free entry before 
the November elections of that year. The influence of the popu- 
list farm support in Kansas made itself felt in the issue.® After 
the Republican victory further soundings in Washington may 
have been made, but when the Dingley tariff was adopted by the 
United States in 1897 the clause on reciprocity in that bill limited 
possible agreements to goods not made in the United States, clos- 
ing the door on the Canadians. The Canadian tariff of 1898, for 
the first time since Confederation, omitted the traditional offer of 
reciprocity with the United States in natural products. After the 
breakdown of the Joint High Commission’s negotiations over the 
Alaskan boundary in 1898-99, during which reciprocity in lum- 
ber, minerals, and certain food products was discussed, the Ottawa 
government gave up hope of better commercial relations with the 
Republic.® 

Indicative of the attitude produced by these failures were the 

® April 29, 1897. 

’^Debates, 1897 (Budget Speech) voL I, cc. 1108-1109. 

® Agnes C. Laut, Canadian Commonwealth (Indianapolis: Bobbs-Merrill, 1915), 
pp. 84-85. 

® Joan M. V. Foster, “Reciprocity and the Joint High Commission, of 1898-1899,” 
in Canadian Historical Association, Report of Annual Meeting Held at Montreal, 
May 25-26, iQsg. 
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export duties placed on nickel, copper, and lead in 1897 (60-61 
Viet., c. 17). Retaliative export duties on logs and wood pulp 
were also provided, to apply when duties were placed on news- 
print and wood pulp by a foreign country. These duties were 
aimed at the United States, as in the Dingley tariff $6.00 per ton 
vms placed on Canadian newsprint and $1.67 per ton on wood 
pulp.^® 

The most spectacular change in the tariff policy of Canada be- 
tween 1879 1907 was the reestablishment in 1897, after half 

a century, of a broad British preferential system, the first of 
many such programs within the British Empire. The rates on 
goods from Britain, British countries, and certain foreign coun- 
tries offering reciprocal terms to Canada, were to be one-eighth 
less than the general rates until July i, 1898, and one-fourth less 
thereafter. Though some members of the Liberal government 
hoped to win concessions from Britain by first making unilateral 
concessions to British goods, the first preference was adopted pri- 
marily to reconcile low tariff advocates to the administration’s 
policies which now implied a continuance of the National Policy. 
The Liberals, in 1897, probably had little appreciation of the far- 
reaching consequences of the new course on which they were em- 
barking. Conservative newspaper opinion certainly could not 
foresee the Ottawa agreements that lay thirty-five years ahead, 
for the Montreal Gazette remarked on the step: “The double 
tariff idea is not a good one. It is not likely, however, to have any 
serious effect.” 

Imperial preference had never dropped completely from sight 
after 1846, though the mother country opposed preferences not 
only in Great Britain but also in the colonies. While Britain still 
presumed to veto colonial plans for discriminatory tariffs, it had 
opposed any form of reciprocity within the Empire or with the 
United States unless the concessions were generalized. In i860, 
however, Galt had defended the right of intra-Empire negotiation 

Z 7 . 5 . Statutes at Large, XXX, 1 8 7-188. 

^ April 23, 1897. 
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of trade agreements as a part of colonial fiscal independence.^^ 
When the Confederate Council of 1865, which the British had 
authorized, sent a commission to probe the possibilities of rejuve- 
nating trade between British North America and the British and 
Spanish West Indies, the home government raised no objection, 
perhaps because no concrete results were obtained.^® Britain’s 
attitude in 1882 was certainly as adamant as ever. At that time, 
Jamaica proposed a trade agreement, and even some form of po- 
litical union, with Canada.^^ Although the Canadian government 
was not ready to negotiate a convention with Jamaica, it put on 
record its dissent “from the principle [laid down by London] that 


“The broader question of the right of a colony to discriminate in favour of a 
foreign country as compared with the rest of the Empire was not settled until the 
Imperial Conference of 1911. The offer of reciprocity with the United States in 
the Canadian Customs Act of 1867 met opposition from the Colonial Office, as did 
the Brown-Thornton negotiations of 1874. See London Times, November 27, 1874. 
The concessions in the Elgin-Marcy Treaty of 1854, it will be recalled, had been 
generalized to apply to all countries. Canada successfully protested against the 
ratification of the Blaine-Bond Treaty between the United States and Newfound- 
land in 1892. See O. D. Skelton, Canada and the Most-Favored-Nation Treaties 
(Kingston: Jackson Press, 1912), pp. 8-13. 

“The British Government warned the colonial representatives that they were to 
confer only with the British minister in the foreign colonies. Tupper’s negotiations 
with Spain in 1883 and 1889 and with France in 1893, although conducted jointly 
with a British representative, were the first examples of direct negotiation by a 
Canadian representative with a European power. Brown had, of course, really ne- 
gotiated with the aid of Thornton in 1874 as had Rose in 1869. Macdonald^s ex- 
periences at Washington in 1871-72 convinced him of the need for Canadian rather 
than British negotiators when Canadian interests were at stake. 

August 1883, Macdonald received a report from A. Spencer Jones on the 
subject of closer political union, amounting to confederation with Jamaica and the 
other West Indian colonies. The report was favourable. Jones said that severance 
of the British tie would be less likely if Canada’s responsibilities were increased, 
and the Conservative support and the cause of centralized government, still dear 
to Macdonald’s heart, would be strengthened by a merger with the conservative 
West Indian planters. Protection would be made more acceptable to the Maritime 
provinces in Canada as well, for union with the Indies would increase their ship- 
ping. Macdonald was willing to discuss either political union or a commercial ar- 
rangement if Britain did not object. Jamaica favoured union with Canada at this 
time to insure a better market for her sugar which was j&nding competition with 
the bounty-fed European product difficult. Macdonald Papers, 1884-85, Misc. i, 
August 20, 1883, 
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as between portions of the said Empire no duties discriminating in 
favour of British as against foreign industry can be sanctioned by 
Her Majesty’s Government.” 

The idea of preferential trade with the mother country itself 
had a persistent fascination for Canadians. In 1879 Macdonald 
discussed a preferential tariff arrangement with Lord Beacons- 
field, but the latter’s defeat in the British elections ended hopes 
for the plan at the time, as Gladstone, Beaconsfield’s successor, 
was an inveterate opponent of discriminatory and preferential 
duties. During the eighties Sir A. T. Galt, the high commissioner 
in London, urged Canada to set up a system of discriminatory 
duties favouring British trade.^® Galt held that British Empire 
trade with the United Kingdom was rapidly expanding and 
should be encouraged by British import duties on foreign goods 
except food. He advised Canada to make a 10 per cent reduction 
in her tariff in favour of British manufactured goods. Later he 
went further and suggested that Canada try to obtain from the 
British government duties against foreign food, such as wheat, 
flour, and cattle.^^ But at the first Colonial Conference in 1887 
Lord Salisbury said, in reply to a motion in favour of preferential 
tariffs, that an approach to a customs union in the Empire must 
wait upon a change in British opinion away from, or colonial 
opinion towards, free trade.^® 

In the early nineties a movement for imperial federation at- 
tracted support in Canada as well as in the British Isles. This 
movement included a project for an imperial parliament, imperial 
tariffs, and greater collaboration for imperial defense. In the 
election campaign of 1891 Macdonald and the Conservative party 


Quotation from a despatch of Lord Kimberley to Canadian government. Certi- 
fied Copy of a Report of a Committee of the Privy Council (Canada), October 26, 
1882. Sessional Papers, vol. 16, No. 12 (1883), Paper No. 89, p. 40. 

Macdonald Papers, 1884-85, Misc. i, March i, 1882. 

Galt recommended wheat duties beginning at 15. and increasing is. a year till 
55. was reached. If Canada failed to supply ten million quarters a year, the duty 
was to lapse in 1887. 

Quoted in Sessional Papers, vol. XLII, No. 18 (1907—1908), Paper No. 5^) P- 


234. 
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encouraged the imperial federation movement as a counterpoise 
to “unrestricted reciprocity” or commercial union with the United 
States. While the Liberals campaigned for unrestricted reciproc- 
ity, they too flirted with imperial federation. Though Sir John 
was never willing to surrender control over the tariff,^® he declared 
that Canada would be willing to give the British a preference of 
5 to 10 per cent in return for similar favours from Britain.^® 

In 1894 a colonial conference in Ottawa was attended by repre- 
sentatives of Australasia, Cape Colony, and Canada, with an ob- 
server from Great Britain. George E. Foster proposed that 
the United Kingdom should encourage imperial trade by placing 
5 per cent duties upon foreign food and raw materials in return 
for concessions to be given Britain in Empire markets This 
proposal came to nothing because of the long-established free 
trade, and especially free food, tradition of the mother country. 

Britain’s trade treaties with foreign countries also presented 
legal difficulties to intra-Empire trade concessions. By clauses in 
their treaties of 1862 and 1865 respectively, Belgium and the 
German Zollverein had the right to demand the benefit of any 
tariff reductions granted by one part of the Em.pire to another. 
Several other foreign powers on Britain’s most-favoured-nation 
list could rightfully demand similar privileges. Canada had asked 
to be relieved of these treaties in 1881 and 1892 but without 
success.^^ 

^®See Reports of the Tariff Commission (British), Chronological Statement of 
Imperial Preference. MM. 6o, October 20, 1921. Macdonald did not believe in' one 
tariff for the Empire such as imperial federationists were later to suggest. He said, 
^*No Colony will ever surrender its right to control its fiscal policy.” Pope, Sir 
John A. Macdonald, II, 215. 

^Macdonald Papers, 1890-91, Misc. 2, Macdonald to W. H. Smith, April 8, 1891. 

“Proceedings of the Colonial Conference, Ottawa, 1894,” Sessional Papers, vol. 
XXVII, No. 4 (1894), Paper No. 5B, pp. 205-207. 

^See Sessional Papers, vol. XVI, No. 12 (1883), Paper No. 89, pp. 10-13. 
1877 the right of adherence or non-adherence to British treaties had been granted 
to the Dominions. In 1899 the right of separate withdrawal from British treaties 
was conceded. In 1881 Canada, through Galt, high commissioner in London, re- 
quested to be relieved from the operation of commercial treaties existing between 
Great Britain, Belgium (1862), and the German Zollverein (1865). In 1892 in re- 
sponse to another plea of the same sort from Canada, based on the claim that these 
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When Canada made up her mind to introduce the first far- 
reaching preferential tariff the Empire had known in half a cen- 
tury, it generalized its offer because of the Belgian and German 
treaties. While the offer to extend lower rates to Britain was 
made unconditionally, other countries were offered similar rates 
only if they granted equally favourable terms to Canada. This, 
it may be noted, was an offer of conditional reciprocity instead of 
the unconditional most-favoured-nation arrangements of Euro- 
pean treaties. Wines, spirits, and tobacco were excepted from the 
offer, and the preference was applied to refined sugar only when 
manufactured from raw sugar produced in British colonies. This 
was meant to exclude the German subsidized beet product (61 
Viet., c. 37). Commodities receiving preferences had to be im- 
ported directly from the country of origin. 

The preference was extended for the first year to Belgium, Ger- 
many, and several other European, South American, and Asiatic 
countries including Japan. When Laurier attended the Colonial 
Conference in London in 1897 he renewed Canada’s plea for the 
abrogation of the Belgian and German treaties. Chamberlain 
promised that such a step would be favourably considered by 
British authorities if the Conference members recommended it. 
In response to a conference resolution the treaties were abrogated 
by Britain in July 1897, on the ground that they constituted “a 
barrier against the internal fiscal arrangements of the British 
Empire.” Although the British Foreign Office had defended 
the clauses requiring equality of treatment for foreign and Empire 
nations for many years, it now declared them to be too confining 

treaties infringed her rights as conferred by the British North America Act to regu- 
late her ow*n trade and commerce, the foreign secretary, Lord Knutsford, replied 
that while Canada had the right to fix rates on customs applying equally to all 
countries and to the Empire, she did not have the right to establish discriminatory 
duties against particular foreign countries or against the mother country or in 
favour of particular colonies, “for no such general right has hitherto been recog- 
nized, nor is it clear that it would be admitted by foreign nations.” Sessional 
Papers, vol. XXV, No. i8 (1892), Paper No. 24a, p. 2. A resolution was adopted 
at the Colonial Conference of 1894 calling for denunciation of the treaties. 

^ John Bassett Moore, Digest of Internatiofial Law (8 vols., Washington: Gov- 
ernment Printing Office, 1906), V, 317-318. 
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free trade the goal of the United Kingdom and asked how far the 
other members of the Empire could go.®® The British, he said, had 
found that the Canadian preference failed to offset the effect of 
Canada’s high tariff. Even after 1897 imports from the United 
Kingdom increased less than the general imports of the Dominion, 
though the relative rate of gain of foreign goods in Dominion 
markets was less than before preference was adopted. The Cana- 
dian delegates asked that their goods be exempt from the British 
revenue duties of 1902 and urged British duties on foreign goods 
so that Empire countries could have a substantial margin of pref- 
erence.®’ To this, the British replied that since the United King- 
dom’s share of Canadian imports was only 24^4 per cent in 1895- 
1897, and as much as 40^ per cent in 1886-1888, Canada must 
grant more concessions to earn favours in Britain.®® Such a reply, 
complaining of the inadequacy of concessions, was, of course, a far 
cry from a free trade repudiation of all preferences and repre- 
sented a modification of attitude on the part of the British govern- 
ment. At the close of the conference resolutions favourable to the 
imperial preference were adopted, but United Kingdom free 
traders and Dominion protectionists were still too far apart for an 
“Ottawa Conference” in 1902. 

Mr. Fielding remarked in his budget presentation in 1898 that 
tariff tinkering would be held to a minimum, and he was as good 
as his word. Few changes of importance occurred until 1903. 

Sessional Papers, vol. XXXVII, No. 12 (1903), Paper No 29a, pp. 6-9. Cham- 
berlain suggested that all protective duties within the Empire be removed against 
Empire countries See Archibald McGoun, A Revemie Tariff -jDithin the Empire 
(Montreal; John Lovell, 1904). Laurier in his contacts with Chamberlain, insisted 
on full autonomy for Canada. He refused consultation on British foreign policy on 
the ground that Canada would thus be committed to a policy which the Canadian 
people could not materially influence. 

^By the Finance Act of 1902 (2 Edw. VII, c. 7, Imp), revenue duties of 3d. 
per hundredweight were imposed on cereals and $d. per hundredweight on flour, 
meal, and milled products. Other duties covered tea, spirits, and glucose products. 
The purpose of the duties was to meet the costs of the Boer War. Eighteen per 
cent of Canadian exports to Britain were covered by these duties. They were re- 
pealed in 1903. See Tariff Commission Calculations Bearing upon Various Schemes 
of Reciprocal Tariff Preference j MM. 30, April 13, 1907. 

See next chapter for analysis of the effects of the preference on Canadian trade. 
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Even in that year Laurier could say, “The question of the tariff is 
in good shape if no one seeks to force the issue.” The trend of 
policy toward higher protection was evident, however, in several 
acts of 1903 and 1904. These included the imposition of a surtax 
on German goods, the imposition of a tariff on heavy rails, the 
insistence upon the working of new patents in Canada, and the 
introduction of dumping duties. 

The German government, resentful at the discriminatory char- 
acter of the preferential tariff, applied the rates of her maximum 
tariff to Canada in 1902.®® Canada, in turn, placed an additional 
duty, or surtax, of one-third of existing duties on all imports, the 
chief value of which was produced in Germany (3 Edw. VII, 
c. 15). This trade war lasted fromNovemher 1903 to March 1910 
and seriously reduced German-Canadian trade. In March 1910 
Canada rescinded the regulations imposing the surtax and ad- 
mitted German goods under her intermediate tariff. 

The ramifications of protection were further extended in 1903. 
In October the government was empowered to place a duty of 
$7.00 a ton on heavy rails as soon as it was convinced that suitable 
rails were being produced in quantity from domestic steel. This 
was complementary to the Railway Subsidy Act of 1900 which 
had provided that railways receiving federal subsidies had to use 
Canadian rails as the latter became available. This duty was 
actually imposed by order-in-council on August 27, 1904, because 
Algoma and Dominion Iron and Steel were producing heavy rails 
by that time. Another complement to the protective tariff was 
the amendment of the patent laws in 1903. It became compulsory 
for a patentee to begin production within two years of taking out 
a patent in Canada and to sell his product at a reasonable price 
(3 Edw. VII, c. 46). Furthermore, after the date the patent was 
granted, the inventor could not import the invention patented. 

Popular opinion in Canada, as in the United States, was aroused 


“Laurier in a letter to Tarte, January 27, 1903, Skelton, Laurier, II, 183. 

“In a customs law of 1902 Germany had provided a penalty tariff to be applied 
to countries discriminating against German exports. This might mean as much as 
100 per cent ad valorem on dutiable or 50 per cent on otherwise free goods. 
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against the trusts which, it was alleged, owed their growth in part 
to tariff protection. In Canada complaint was voiced that Ameri- 
can “trusts” used Canada as a dumping ground for surpluses. 
The economic disadvantage of this was not made clear. Nor was 
it a new problem for the Canadian manufacturer. Such was the 
popular feeling on the question, however, that in 1904 the gov- 
ernment proposed the first genuine anti-dumping clause in tariff 
history.®^ In 1888 the minister of customs had been empowered to 
place arbitrary valuation on goods for duty purposes if the stated 
value for duty was too low (51 Viet., c. 14, sec. 15). The oppor- 
tunity for administrative control of the effective rate of duty, 
offered by this act, was not widely employed; the Macdonald 
government preferred more direct measures, such as increases in 
the tariff itself, to this indirect approach. In 1904 Fielding held 
that dumping was a temporary evil to be met by a remedy that 
could be temporarily applied at the discretion of the minister.®® 
The dumping clause written into the Customs Tariff Act in 1904 
was aimed squarely at sales in Canada at prices below “fair mar- 
ket value,” which at that time meant the selling price in the prin- 
cipal markets of the exporting country. It read: 

Whenever it appears to the satisfaction of the Minister of Customs . . . 
that the export price or the actual selling price to the importer in Can- 
ada of any imported dutiable article of a class or kind made or produced 
in Canada is less than the fair market value thereof . . . such article 
shall, in addition to the duty ... be subject to a special duty of cus- 
toms equal to the difference between such fair market value and such 
selling price. . . ®® 

Goods on the free list were not chargeable with dumping duty 
in 1904. The special duty was neither to exceed 15 per cent ad 
valorem on primary iron and steel products, nor was it to be 
greater than half the duty in most other cases. The minister could 

Jacob Viner, Dumping, a Problem in International Trade (Chicago: University 
of Chicago Press, 1923), p. 192. 

^Debates, 1904, vol. Ill, cols. 4364-4365. 

^4 Edw. Vn, c. II, sec. 19. 
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refrain from imposing the special duty if the regular duty ex- 
ceeded 50 per cent ad valorem. Goods subject to export duty or 
excise taxes in Canada were exempt. Fielding stated that it was 
not intended that the dumping duty should apply unless the com- 
modity in question was manufactured in Canada in substantial 
quantities, that is, commodities produced on an inadequate scale 
or under monopoly conditions were not to be protected by the anti- 
dumping act.®^ 

Free goods in the general tariff schedule were first subject to 
anti-dumping duties in 1907 (6-7 Edw. VII, c. ii). The exemp- 
tion of goods bearing 50 per cent, or higher general duties, was 
made mandatory at that time, though this exemption was of little 
practical importance as few goods fell in that category. Internal 
taxes in countries receiving the British preferential tariff were not 
included in calculating prices in the country of export. In 1919 a 
similar provision was made effective for foreign countries.®® For 
iron and steel, rolled, drawn, and polished, the extent of dumping 
price below fair market value had to exceed 5 per cent for the 
dumping duties to become applicable. Confident that the United 
Kingdom refiners would not subsidize the dumping of foreign 
sugar in Canada, sugar refined in the United Kingdom was now 
exempt from the dumping duty.®® 

The period 1904 to 1906 was an active one on both sides of the 
tariff controversy. In r90i the Canadian Manufacturers’ As- 
sociation had presented to the government a schedule of tariff 
changes on important manufactured commodities on which in- 
creased protection was desired. Fielding was reported as telling 
the Association that “if the manufacturers would educate the 
people to believe in higher protection, they might get what they 
wanted from the government.” ®’^ The Association, therefore, 
embarked on organized propaganda for protection. In 1903 and 

“‘Any goods might be exempted from the anti-dumping duties if the selling 
price in Canada was not substantially below the selling price in the exporting 
country. 

^ Viner, Dumping f pp. I95'”i98. 

Viner, Dumping, p. ig6. 

Industrial Canada, November 1903,' p. 201. 
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1904 it attacked the British preference as a one-sided bargain. In 
the issue of May 1904 Industrial Canada declared: “Canadian 
manufacturers do not favour the sacrifice of Canadian industries 
for the sake of a preference in the British market.” In 1904, to 
conciliate protectionist sentiment without sacrificing the pref- 
erence, Fielding proposed a maximum or penalty tariff directed 
at the United States.®® But farmer opposition made the Liberals 
abandon this suggestion. At the same time the manufacturers won 
a partial victory by breaking through the practice of allowing 
British imports a flat reduction of 33 1/3 per cent off general 
rates. Ever since the adoption of preference the admission of 
British woolen goods had been attacked as unfair competition, 
and in 1904 a minimum duty of 30 per cent was imposed on Brit- 
ish woolens. T-mne and cordage, china tableware, and window 
glass were given minimum duties of 20, 15, and 7^ per cent re- 
spectively. In this revision of the scale of duties, bounty pay- 
ments on iron and steel were continued, and the principle was 
extended to crude petroleum with a bounty of cents a gallon. 
This was to offset reductions in the duties on refined oil. Fielding 
affirmed the government’s belief in the preferential system, how- 
ever, and pledged support to Chamberlain’s Empire preference 
program which had been enunciated in 1903.®® 

In 1905-1906, in preparation for the general revision of the 
tariff that was contemplated in the next budget, a temporary 
tariff commission consisting of Fielding and the ministers of 
customs and inland revenue, Patterson and Brodeur, toured the 
country to gauge sentiment on protection. Public hearings were 
held in centres of importance. The results were quite different 
from the hearings of 1896, as the Manufacturers’ Association 
found difficulty in presenting a united front, and organized 
farmers made strong representations. Although industrial inter- 
ests criticized the preference, consumers and farmers strongly 
opposed any increase in the existing level of protection. 

’^Debates, X904, vol. Ill, c. 43SS- Also Edward Porritt, The Revolt in Canada 
Against the New Feudalism (London: Cassel and Co., 1911), p. 3^* 

Wood, Farmers^ Movements^ p. 249. 
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The changes in the general tariff enacted into law in April 1907 
followed the pattern of 1897 (6-7 Edw. VII, c. ii). Duties on 
wrought iron billets and bars were increased from $2.00 to $2.50 
per ton, and the bounty system was given a new lease of life.^® 
The main class of farm machinery was reduced to 17^^ per cent 
from the 20 per cent levels of 1894. At the same time there was 
adopted a 99 per cent drawback of duties paid on imported pig 
iron and rolled iron and steel used in manufacturing farm ma- 
chinery for domestic use as well as for export. Domestically con- 
sumed railway equipment and certain springs also enjoyed the 
advantages of drawbacks of duty on imported iron and steel mate- 
rials used in their Canadian manufacture. This was a new step 
in implementing the policy of selective protection that character- 
ized Liberal tariff-making. As a counter-consideration in favour 
of the steel industry, a 99 per cent drawback was paid on bitu- 
minous coal imported for use in that industry. Coal mining ma- 
chinery remained on the free list. The rates on electrical ap- 
paratus and parts were increased from the 25 per cent rate of 
1897 to 27^4 per cent. In 1907 concessions were made to the 
consumer at the farmer’s expense, when cattle and hogs were 
placed on the free list — in 1897 they had borne the compound 
duties of 20 per cent plus lYi cents a pound. On the other hand, 
boots and shoes were increased from 25 per cent to 30 per cent, 
and textiles were unchanged at 30 to 35 per cent levels. 

In 1907 the one-third differential between British preference 
and general duties, breached by the wool duties of 1904, was 
definitely abandoned. This departure introduced greater flexibil- 
ity into the system, but detracted from the value of the preference 
to British manufacturers because the guaranteed margin of 
preference was raised, in most instances, only where the compara- 

" Bounties on pig iron from native ore were to be reduced from $2.10 a ton in 
1907 to 90 cents in 1910 (6-7 Edw. VII, c. 24). A similar sliding scale at a lower 
level applied to pig iron from foreign ores; puddled iron bars, certain types of wire 
rods, and steel ingots received similar treatment. Bounties as high as $1.65 per ton 
were paid on wire rods made from at least 50 per cent Canadian pig iron and sold 
to wire makers in Canada. AU the steel categories on which bounties were paid had 
the 50 per cent Canadian pig iron stipulation attached. 
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tive advantage lay with the United States, and in fields where the 
British could not compete.^^ 

The greatest innovation of 1907 was the addition of a third 
column to the tariff to provide a basis for negotiating commercial 
treaties with non-British countries.^^ Such treaties were becoming 
fashionable throughout the world. Even the United States had 
taken steps to secure commercial favours by the reciprocity clause 
of the Dingley tariff from which conditional-most-favoured-nation 
treaties with some European countries had resulted.*® The tariff 
structures in Europe particularly increased greatly in complexity 
in the first decade of the century. In almost all countries legisla- 
tion was enacted to set up machinery for tariff bargaining. A 
popular form in protectionist countries was the establishment of 
a general tariff list modified by a conventional tariff schedule, the 
privilege of entry under the conventional tariff being given to 
countries granting reciprocal advantages and those to which most- 
favoured-nation treatment was to be given. To make concessions 
to lower tariff sentiment, and to obtain the conventional or mini- 
mum tariffs of European countries, Canada’s intermediate sched- 
ule was introduced in 1907. 

The right of Canada to make separate commercial arrange- 
ments with foreign powers was slowly won. In 1878 Canadian 
adherence to future British commercial treaties had been made 
optional, and the Dominion had refused to participate in several 
British treaties of the i88o’s.** In 1898 the Dominions were given 

Margins of preference were reduced on textiles, drugs, dyes, chemicals, and 
leather manufactures. They were broadened on iron and steel and its producls, 
glass and glassware, earthenware and china, silk manufactures, and paper goods 

^ A popular arrangement in protectionist countries was the establishing of a gen- 
eral list modified by a conventional schedule to be awarded countries granting 
reciprocal advantages and to most-favoured-nations. Some governments used a 
more elastic system, such as a maximum and minimum schedule. 

^ The United States reserved the right to decide whether the concessions granted 
by each country were sufficient to earn most-favoured-nation treatment. See Re- 
ports of the Tariff Commission, Tarif Systems of Europe and America^ MM. 25, 
July 22, 1905. 

*^At her request, Canada was exempted from British treaties with Roumania, 
Ecuador, and Serbia. Sessional FaperSj vol. XVI, No. 12 (1883), Paper No. 89, 
passim. 
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Taeifi' Changes, 1879-1907 


Selected Items 



1007 

i8g7 

1887 

1879 

Article 





Br Pref 

General 

General 

General 

General 


Wrought iron. . 
Iron and steel 

$1.50 a ton 

$2.50 a ton 

$2.00 a ton 

$9.00 a ton 

12% 

forgings 

20% 

30% 

30% 

i} 4 ^ a lb. 
min. duty 

20% 





35% 


Iron and steel 






angles 

Pipe, iron and 

$4.25 a ton 

$7.00 a ton 

10% 

I2>^% 

15% 

steel 

$6.00 a ton 

$8.00 a ton 

8 

00 

$12,00 a ton. 

25% 





min. duty 






35% 


Tinplate 

free 

5% 

25% 

25% 

23% 

Copper rods .... 

free 

free 

free 

10% 

10% 

Wire, n.o p 

Machinery not 

IS% 

20% 

20% 

25% 

15% 

made in Can- 
ada 

free 

free 


Not Available 


Machinery, iron 






and steel, n.o.p. 

20% 

30% 

30% 

30% 

25% 

Cotton fabrics, 

printed 

Cotton clothing, 

25% 

35% 

35% 

35% 

30% 

n.o.p 

25% 

32K% 

35% 

32K% 

15% plus 
a lb. 

Wool yam 

20% 

30% 

30% 

20% plus 

20% plus 





a lb. 

a lb. 

Knitted goods. . . 

Z2K% 

35% 

35 % 

35% 

20% plus 
7 ) 4^1 a lb. 

Coffee, green 

free 

free 

free 

free except 
from U.S., 

2i a lb. 





10% 


Tea 

free 

free 

free 

free 

2^ a lb. 
plus 10% 

Cattle 

free 

free 

20% 

20% 

20% - 

Hogs 

free 

free 

a lb. 

20% 

20% 

Butter 

Zi a lb. 

4jzf a lb. 

4^ a lb. 

4^ a lb. 

4^ a lb. 

Wheat flour 

Aoi a bbl. 

60^ a bbl. 

6oj2i a bbl. 

50^ a bbl. 

50^ a bbl. 

Mfd. Tobacco . . 

50^ a lb. 

5oj2f a lb. 

50^ a lb. 

30^ a lb. 

25^^ a lb. 

Boots and Shoes . 




plus 12^% 

plus I2>^% 

20% 

30% 

25% 

25% 

25% 

Coal Anthracite, 

free 

free 

free 

free 

50^ a ton 
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the right of separate withdrawal from any British treaty pre- 
viously negotiated. In 1893 Sir Charles Tupper^ then high com- 
missioner in Britain, was the chief negotiator in a Franco-Cana- 
dian treaty though British diplomats also participated. French 
wines were then exempt from the 30 per cent Canadian duties. 
Nuts and certain fruits were exempt by one- third, and common 
and castile soaps by one-half. Canada received the French mini- 
mum tariff on fresh-water fish, lobsters, condensed milk, certain 
fresh and preserved fruits, and various other items (57-58 Viet., 
c. 2). 

In 1907 the intermediate schedule provided a list of duties ex- 
tending throughout the tariff providing rates from 23/2 per cent 
to 5 per cent ad valorem less than the general rates. These rates 
could be extended to any country by order-in-council. In general 
the intermediate rates were 5 to 734 per cent higher than the 
British preference rates of 1907."^^ The first revision of the French 
treaty, begun in 1907, was not ratified by France until i9io.‘^® 
Canada extended the intermediate rates to medicated and medici- 
nal wines, perfumes, ribbons, and other fancy luxury articles. 
Regular French wines were dutiable below even the intermediate 
schedule. Canadian fish, meats, lumber products, farm machin- 
ery, and other selected manufactures of iron and steel, furniture, 
and leather goods were given the French minimum tariff The 
most-favoured-nation treatment in the case of each country was 
confined to articles specified in the treaty. Canada offered to 
extend the advantages of the treaty to any part of the British Em- 
pire not already enjoying equal or more favourable treatment. 
Argentina, Austria-Hungary, Bolivia, Colombia, Russia, El Sal- 
vador, Sweden, Norway, Muscat, and Spain came under the 
French treaty as most-favoured-nations. 

See rates, Table 14. 

""Laurier and Fielding negotiated this treaty entirely independently though they 
were nominally the representatives of Great Britain. Edward Porritt, Fiscal and 
Diplomatic Freedom of the British Overseas Dominions (Oxford: Clarendon Press, 
1922), p. 202. The Canadian commissioners were appointed by orders-in-council 
issued at Whitehall on August 8, 1907. 

French treaty in Sessional Papers^ vol. XVTI, No. 6 (1907-8) , Paper No. loa. 
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It is doubtful whether the adoption of the three-ply tariff should 
be considered as an important feature of Canadian tariff history. 
Not until it was extended to the United States in 1935 did any 
important volume of trade enter under it. Countries with which 
treaties were made did not compete strongly with either Britain 
or the United States. Treaties with Japan and Italy, as well as 
with France, were perhaps of greatest significance. In 1907 Japan 
was given the intermediate tariff in return for most-favoured- 
nation treatment which Britain had secured in 1894.^® Canada 
was thus in effect adhering to the British treaty. In 1911 Japan 
denounced this treaty. In 1913, after a temporary trade agree- 
ment, a new Anglo- Japanese treaty was negotiated to which Can- 
ada adhered.'*® Canada continued to give Japan the intermediate 
rates. A treaty of limited scope was negotiated with Italy in 1910. 

Canada was also concerning herself with trading advantages 
within the Empire. After many years of desultory trade the West 
Indies became indifferent to negotiations with Canada, as evi- 
denced by the fact that George E. Foster had failed to interest 
the Indies in a trade agreement in 1890. Events centring around 
1903, however, revived their interest in the question. West Indian 
planters enjoyed a 25 per cent preference (later 33 1/3) in the 
Canadian market after 1898, but the American market was of 
overshadowing importance to them. The acquisition of the Philip- 
pines and Puerto Rico by the United States after the Spanish- 
American War, together with treaty arrangements that provided 
a preference for Cuban sugar, made the United States rather inde- 
pendent of the British West Indies. As a result of the Brussels 
Sugar Convention of 1903, which decreed the abolition of sugar 
bounties, the special duties which the United States had main- 
tained against the German product were allowed to lapse. And in 

Sessional Papers, vol. XL, No. 14 (1906), Paper No. 117. Japan had arranged 
a commercial treaty with Britain in 1894. Owing to the limited scope of Japanese 
concessions, Canada elected to remain outside the convention; Japan was, however, 
allowed the reciprocal tariff rates in 1897. Restriction of Japanese immigration was 
a sine qua non of a Canadian treaty with Japan. In 1905 Japan voluntarily lim- 
ited emigration, and Canada was then willing to negotiate. 

^Sessional Papers, vol, XLVII, No. 28 (1913), Paper No. 190. 



NATIONAL POLICY UNDER LIBERALISM 225 

this year the Canadian surtax on German imports increased the 
Canadian market for the Indies. 

In 1909-10 a royal commission appointed jointly by Canada, 
the West Indies, and Great Britain, and headed by Lord Balfour 
of Burleigh, reported in favour of closer intra-Empire trade rela- 
tions. In 1912 out of the findings of this commission a trade 
agreement was negotiated between the Dominion and ten of the 
British West Indies colonies.®® The agreement was made effective 
in June 1913. Since it belongs to the broadened treaty policy in 
Canada its terms may be mentioned here. In this first instance of 
the extension of the Canadian trade agreement program to a 
crown colony Canada gave the West Indies a preference on sugar 
with a maximum of 15 cents per 100 pounds and a minimum of 
414 cents, depending upon the degree of polarization. A prefer- 
ence of so cents per 100 pounds on arrowroot was also given to 
the Indies. In 1909 the Canadian government had attempted to 
bolster domestic sugar refiners, and at the same time stimulate 
the production of domestic beet, by lowering the duty on raw 
sugar imported for refining purposes on condition that domestic 
refiners use at least one-half as much domestic beet as raw sugar 
imports (8-9 Edw. VII, c. 10). These reductions, amounting in 
effect to a drawback on all raw sugar imports, were abolished 
(effective in 1914) so that the West Indies might have a wider 
margin of preference. Refiners who were non-users of Canadian 
beet sugar relinquished their right to import at reduced rates 
foreign sugar up to 20 per cent of their total production. In order 
to give the Indies a preference Canada was obliged to impose mini- 
mum foreign duties amounting to 75 cents per 100 pounds on 
cocoa beans, 5 cents a gallon on unrefined lime juice, and not less 
tTian 10 per cent on limes. Before the agreement these commodi- 
ties were on the free list, and they remained free if imported from 
the West Indies. Other important West Indies exports to Canada 
received a preference of 20 per cent, but West Indies exporters 
were given the opportunity of continued British preferential rates, 
which in some cases were lower. Practically all Canadian exports 

’^Sessional Papers, vol. XLVH, No. 23 (1913). Paper No. SS. PP- 107-111. 
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to the Indies received a preference of 20 per cent. Canada also 
received a guaranteed preference of 12 cents per 100 pounds on 
flour. 

Despite the limited extension of the intermediate rates outside 
Empire countries, British imperialists were the strongest critics of 
the new intermediate tariff. The value of the preference to Great 
Britain was not, however, as some British statesmen feared, much 
weakened by the addition of a third column to the Canadian 
tariff. Foster condemned the intermediate tariff because he 
said it was likely to be applied to the United States, but for a time 
at least his fears were groundless.^^ The act of 1907 (6-7 Edw. 
VII, c. 1 1 ) did, however, make it possible to limit the British pref- 
erence to goods shipped directly to a Canadian port. This discre- 
tionary power given to the government was not employed until 
1923. Other factors favourable to Britain were the continuance 
of the surtax against Germany and the government’s power to use 
the tariff to suppress domestic monopoly. Up to 1907 the latter 
power had been used only with respect to the paper industry, but 
had worked successfully in that instance. The drawbacks on iron 
and steel imported for implement production, however, favoured 
the United States rather than Great Britain. 

Shortly after the tariff innovations of 1907 Laurier went to Lon- 
don to attend a colonial conference. Imperial trade ties based on 
preferential tariffs had been dealt a blow when Chamberlain’s 
program had not been accepted in 1906. Indeed, the bid by the 
Dominions for trade concessions, based on a British tariff against 
foreign imports, seemed closer to acceptance in 1902 than in 1907. 
The desire for such a policy, however, was reaffirmed by the 
Dominions at the 1907 meetings.®^ The delegation from the 

^Debates, 1906-1907, vol. I, cols. 419-420. 

Sessional Papers, vol. XLII, No. 18 (1907-1908), Paper No. 58, pp. vii-viii. 
Lord Elgin, Colonial Secretary, declared that His Majesty’s government was “un- 
able to give its assent ... to a reaffirmation of the Resolutions (of 1902) in so 
far as they imply that it is necessary or expedient to alter the fiscal system of the 
United Kingdom.” 
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United Kingdom dissented and offered imperial free trade as an 
alternative. Laurier replied that Canada could not afford the loss 
of revenue that such a policy would entail. He said that the 
Canadian preference had helped British trade and that further 
trade expansion would follow the granting of a British preference 
to the Dominions. A proposed one per cent surtax on all imports 
of Empire countries, to be collected and spent by the various coun- 
tries for defensive purposes, was rejected by Laurier on grounds 
that it would disturb existing tariff arrangements. 

Outside the United Kingdom imperial preference gained wider 
recognition between 1902 and 1907. New Zealand adopted a 
preferential schedule in 1903, applicable to all British Dominions, 
as did South Africa, though the latter’s preference was not ex- 
tended to Canada until the following year. Australia’s preference 
of 1907 was not given to Canada at that time. Practically all 
British colonies of importance except Australia had been given 
the Canadian preference in or before 1907. 

Most of the attack on the tariff act of 1907 came from western 
Canada. Certain features, however, were also unpopular with the 
Canadian Manufacturers’ Association and the industrial interests 
in the east. The use of drawbacks of duties on imported iron and 
steel materials to encourage the production of goods for domestic 
as well as foreign sale, as in the implement industry, nullified part 
of the protective force of the iron and steel schedule. Farmers’ 
organizations in western Canada, on the other hand, were not 
satisfied with the 2^/2 per cent reductions in the farm machinery 
schedules. The Grain Growers and the Grange held that the bene- 
fits of this reduction were obviated by higher valuations on duti- 
able imports, and that actual duties were higher than before.® 
Agrarian discontent with the tariff did not reach substantial pro- 
portions, however, until 1910. Poor crops in that year and excite- 
ment stimulated by the approaching election and the rebirth of 
the reciprocity issue w-ere in part responsible for the organization 
of the Canadian Council of Agriculture which gave the various 

Grain Growers Guide, October 19, 1910. 
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agricultural organizations scattered throughout the Dominion a 
united voice for the first time.®^ In the convention of the United 
Farmers of Alberta in January 1910 resolutions were adopted 
demanding that all implements should be admitted free of duty, 
and that the Dominion Government should accept the offer of 
reciprocity in farm implements embodied in the Payne-Aldrich 
tariff.®® The removal of bounties on iron and steel in 1910, the 
combines investigation act of 1909, and the ending of the trade 
war with Germany in 1910 are indications of the practical results 
of pressure from agricultural and consumer groups. 

Potentially the most significant commercial development after 
the adoption of the British preference was the new reciprocity 
negotiations with the United States culminating in the ill-fated 
agreement of 19 ii. Rebuffed at the failure of his reciprocity 
overtures of 1896-97, Laurier had then declared: “There will be 
no more pilgrimages to Washington. We are turning our hopes to 
the old motherland.” ®® There can be little doubt that even Lib- 
erals of the Cartwright school had abandoned hope of improved 
trade relations with the government south of the border, though 
fear of the political effects of rebuff by the United States Senate 
rather than any aversion to reciprocity kept the Canadians away 
from Washington and led them to look elsewhere for more acces- 
sible, if less profitable, markets. 

In the United States, however, political events that were to pro- 
duce an offer of reciprocity to Canada were taking shape by 1909. 
Following the financial crisis of 1907-1908 agitation arose for 

“Porritt, Revolt in Canada against the New Feudalism, p. 30, or Wood, Farmer^ 
Movements^ p. 205. 

^ Grain Growers Guide, February 2, 1910. 

®®U. S. Tariff Commission, Reciprocity with Canada (Washington: Govt. Print- 
ing Office, 1920), p. 28; L. Ethan Ellis, Reciprocity, igii, a Study in Canadian- 
American Relations (New Haven: Yale University Press, 1939) in a footnote (p. 5) 
to a memorandum in the Philander C. Knox papers drawn up by Charles M. Pepper 
for Taft in 1909 mentioning a visit by Laurier to McKinley at Cleveland in 1896 
following the latter’s election to the presidency. Laurier was said to have offered to 
eliminate all tariffs on the Canadian-American border. McKinley could not prom- 
ise to go that far but thought a reciprocity arrangement might be worked out. We 
have not been able to find any confirmation of such a visit. 
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tariff reform and relief from the high cost of living which the 
Dingley tariff and its alleged spawn of monopolies were said to 
have engendered. Taft, when he took office in 1909, inherited a 
tariff reform plank from his predecessor, Theodore Roosevelt. 
The Payne- Aldrich tariff bill of 1909 contained some reductions, 
but after much amendment by the Senate it fell far short of the 
expectations of the low tariff proponents. Republicans and Demo- 
crats alike. Most articulate of the disaffected groups were the 
newspaper publishers, who, expecting a reduction of the duty on 
newsprint to $2.00 or $3.00 per ton from the former $6.00 rate, 
had to content themselves with $3.75 per ton. Their organization, 
the American Newspaper Publishers Association, was the most 
powerful voice for reciprocity with Canada in the ensuing de- 
bate.®'^ 

The Payne-Aldrich tariff bill contained a clause that seemed to 
bode no good for Canadian-American trade relations though as it 
turned out it was the immediate cause of the reciprocity negotia- 
tions. Under the Dingley tariff the United States had offered to 
reduce her general tariff on a limited number of articles to any 
country offering reciprocal reduction to United States imports.®® 


Ellis, Reciprocity, p. 12. This issue was complicated by the export duties and 
restrictions imposed by Ontario and Quebec on pulp wood cut on Crown, lands. 
Ontario had already prohibited the export of such pulp wood (1902), and Quebec 
was threatening to do so and actually did from April 26, 1910. On August 26, 1909, 
the United States publishers wanted to trade free entry of newsprint for removal 
of all provincial export restrictions on Canadian wood, wood pulp, and paper. 

“In Sec. 3 of the Dingley tariff, the President was authorized to conclude lim- 
ited reciprocal agreements without Senate approval. United States concessions were 
restricted to brandies or other spirits distilled from grains, champagne and all other 
sparkling wines, still wines and vermouth, paintings and statuary, argols or crude 
tartar, and crude wdne lees. Sec. 4 authorized trade treaties involving concessions 
up to 20 per cent on any product, but these had to be ratified by the Senate and 
approved by Congress. None were ever reported out of the Senate Committee on 
Foreign Relations. See Francis B. Sayre, The Protection of American Export 
Trade (Chicago: University of Chicago Press, 1939)* PP- 5 - 6 - Note also that the 
McKinley tariff (1890) had made provision for placing duties on five articles 
(sugar, tea, coffee, molasses, and hides) then on the free list, if the President found 
the exporting country was treating American goods reciprocally unequal or un- 
reasonable. 
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These articles were of no material interest to Canada, and no con- 
cessions had been made by either side. Now, however, the presi- 
dent was required to apply a new United States “maximum tariff,” 
25 per cent above the general rates, to any country discriminating 
against x\merican exports, after March 10, 1910. Since Canada’s 
intermediate tariff had been extended to France and other coun- 
tries entitled to most-favoured-nation treatment, thus fitting the 
American interpretation of discrimination, the penalty rate would 
be applied to her. Canada was prepared to insist that her inter- 
mediate schedule could not be applied to a country not prepared 
to make concessions below that country’s general tariff. 

President Taft, eager for peace with the publishers and the low 
tariff insurgents, had no desire to start a tariff war with Canada. 
On March 3, 1910, United States Consul-General Foster, Charles 
M. Pepper from the State Department, and Henry C. Emery of 
the tariff commission met with Fielding and Laurier in Ottawa to 
endeavour to obtain some concessions that would allow the presi- 
dent to escape from his dilemma.®* Though the Canadians held 
their ground refusing to concede the intermediate tariff without 
some quid pro quo, a conference was arranged between Fielding 
and Taft at Albany on March 20. The results of that conference 
were potentially far-reaching. The United States was given the 
intermediate tariff on a few of the commodities included in the 
French treaty (about 3 per cent of United States exports to Can- 
ada), and Canada continued to enjoy the general rates under the 
American tariff. More important, the way was cleared for future 
conferences on a broad reciprocity agreement. 

The reciprocity question had been kept alive by two divergent 
groups in Canada and the United States. In the Dominion the 
farmer groups were dissatisfied with higher prices for farm ma- 
chinery and other manufactured goods, higher than those prevail- 
ing in the United States. In- the United States the manufacturers 
and transportation and commercial interests along the northern 
frontier wanted cheaper raw materials and freer access to the 


EIHs, Reciprocity, p. 37. 
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Canadian market and the Canadian carrying trade/’® Railroad 
magnate James J. Hill was among reciprocity’s strongest sup- 
porters. His interest of course lay in drawing traffic from the lines 
of his Canadian competitors into the northwestern states and in 
routing Canadian exports through the United States. It was fear 
of this that made the Canadian roads strong opponents of 
reciprocity. 

When Laurier visited western Canada in the summer of 1910, 
he found opinion solidifying against his tariff policy. The Grain 
Growers Guide was vehement against eastern exploitation that, it 
said, was effected by private ownership of elevators, control of 
railways, and the tariff. Free farm implements, the safeguarding 
and extending of imperial preference, and reciprocity with the 
United States were their minimum demands. In December 1910 
the Canadian Council of Agriculture, made up of representatives 
of the Grangers and other farm groups, assembled in Ottawa and 
pressed their demands on the government. They requested free 
trade with the United States in agricultural and natural products, 
lumber, fish, cement, illuminating and lubricating oils, and other 
necessities of farm life; reciprocity in farm machinery, vehicles, 
and parts; and increase of imperial preference to 50 per cent and 
imperial free trade after ten years.®^ 

In May 1910 Philander C. Knox, secretary of state in Taft’s 
cabinet, broached the subject of a general reciprocity treaty. The 
matter was left hanging fire during the summer, but in November 
Pepper and the counsellor of the State Department, Hoyt, went to 
Ottawa and together with Consul-General Foster carried on 
informal discussions with William Patterson, minister of customs, 
and Fielding, on a basis for reciprocity. The Americans were pre- 
pared to offer free trade in agricultural commodities, fish, coal, 
and rough lumber. Certain manufactures such as farm machinery 

Ellis, Reciprocity j p. 9, mentions several national and local organizations sup- 
porting reciprocity from 1900 on, including the National Reciprocity League, Chi- 
cago, 1902—1903, and the National Reciprocity Convention undei the National 
Association of Manufacturers, Washington, igoi. 

Ellis, Reciprocity, p. 25. 
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were to be free or to enter at the lowest rates in the United States 
minimum (general) and the Canadian intermediate tariff. News- 
print was to have a duty of $2.00 a ton in return for removal of 
restrictions or export taxes on the shipment of pulp wood to the 
United States.®® 

The snag in the negotiations came over the American request 
for a “comprehensive list of manufactured products to be subject 
to lower duties or free entry.” The Canadians were fearful of 
breaching their tariff wall by such concessions. Fielding was also 
insistent that the agreement be implemented by concurrent legis- 
lation rather than by formal treaty. To this last the Americans 
seem to have offered no strong objections. After threatened dis- 
ruption of negotiations, it was agreed that discussion should con- 
tinue in Washington. 

Fielding and Patterson went to Washington in January 1911. 
There they negotiated with secretary Knox, Pepper, and the new 
State Department counsellor. Chandler P. Anderson. Lists of 
items were drawn up by both sides, and, perhaps to everyone’s 
surprise, agreement was reached by January 16. The agreement 
was to be implemented by joint legislation and was not to be bind- 
ing for any specified period. The agreement itself was something 
of a compromise. On the question of natural products there was 
little dispute. Identical free lists, including all the natural prod- 
ucts in the American and Canadian lists, were to be adopted in 
both countries. Identical low duties were provided on secondary 
food products, agricultural machinery, and a majority of the items 
in the French treaty, excepting textiles. Certain commodities were 
to be reduced in the Canadian tariff but not to the level of similar 
items in the American tariff; the same was to be done with 
selected items in the American tariff.®® Newsprint was to be free 

® Ellis, Reciprocity, p. 55. 

Schedule A embraced articles which were to be jointly admitted free. It in- 
cluded all agricultural and natural products except wool, fish, unfinished lumber, 
and gypsum, and a few manufactured articles of which the most important were 
iron and steel sheets. Schedule B which comprised articles to be admitted by each 
country at identical rates included secondary products or articles not made free 
under Schedule A, such as canned meats, vegetables, lard, oatmeal, flour, bran, etc., 
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in the American tariff as soon as export restrictions on pulp wood 
were removed by the Canadian provinces. This was a complete 
victory for the newspaper publishers who lined up strongly for the 
agreement. 

The successful culmination of the reciprocity negotiations came 
as a surprise to the Canadian Parliament and electorate, but the 
first reaction was favourable. The Conservatives had favoured a 
firm stand against the penalty tariff of the Payne-Aldrich bill. 
They were at first cautious in their criticism of the new agreement 
though as interested opposition groups, such as the manufacturers 
and railroads, rallied their forces the anti-government group, 
made up of insurgent Liberals and Quebec Nationalists as well as 
Conservatives, became more forceful in their condemnation. 
Robert L. Borden, leader of the Opposition, charged that the 
agreement would dislocate Canadian trade and transportation 
facilities geared to the east-west traffic.®^ Canada was, he argued, 
making rapid progress based on internal and Empire trade, and 
this agreement would discourage the United Kingdom from 
establishing trade preferences for the Dominion. Canada could 
expect the American tariff to be lowered in any event as the in- 
surgent Republicans and Democrats were gaining power in Wash- 
ington. George E. Foster, the ultra-protectionist among the Con- 
servatives, charged that the agreement went too far and would 
discourage industrial expansion and new investment.®® Canadian 
natural resources would be depleted to the advantage of the 
monopolistic manufacturers of the United States. Canada would 
lose its fiscal freedom. Canadian railroads would be ruined as 
the carr3dng trade was deflected through the United States. Be- 
sides reciprocity had been abandoned by both political parties 

and agricultural implements and machinery of all kinds. Schedule C contained 
articles on which tariff changes were granted by Canada, such as planed lumber, 
shingles, iron ore, and aluminum. Schedule D consisted of articles on which rate 
reductions were made by the United States, bituminous coal, etc. Reduction of 
duties in the United States averaged 10 per cent ; in Canada about 5 per cent. Both 
countries agreed to maintain only necessary custom regulations. 

^Debates, 1910-1911, vol. II, col. 2501 (Borden). 

^Debates, col. 3337“334i (Foster). 
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after 1897, and the Liberals had no mandate from the people to 
negotiate such an agreement. The bogey of annexation or political 
absorption was raised in Parliament, to be echoed and re-echoed 
in the coming campaign. 

The Liberals denied that either the British connection or in- 
ternal prosperity was endangered. The British preference would 
stand as before and all concessions to the United States would be 
shared by the British. At the same time the manufacturers were 
assured they had nothing to fear from the agreement, even though 
the consumers were to benefit from reduced duties on processed 
foods. On the positive side, Laurier, Fielding, and Patterson made 
their strongest appeal to the raw material producers who stood 
to gain the most from the American market. It should not have 
been hard to sell reciprocity to the Canadian people. Both parties 
had striven for this goal from 1866 onward, and at least before 
the campaign of 1911 few had questioned its potential value to the 
Dominion. 

The agreement had a stormy but successful passage through 
the Congress of the United States. Farmer interests, heretofore 
usually on the low tariff side of the fence, opposed it strongly, as 
did the official organizations of the lumber industry. The high 
tariff Republicans opposed it as a step toward breaching the tariff 
wall. The newspapers were strongly pro-reciprocity because of 
the newsprint item, and the Democrats regarded it as a desirable 
step towards tariff reform. After a special session of Congress in 
the spring of 1911, and strong administration pressure, the meas- 
ure finally passed the Senate on July 22, 1911, by fifty-three to 
twenty-seven. It had previously passed the House by a larger 
majority.®® 

Meanwhile, the government at Ottawa had lost the temporary 
advantage of surprise while waiting for action by the United 
States. Laurier was forced to adjourn Parliament for his trip to 
England to attend the imperial conference. At the conference he 
spoke in favour of autonomy for the Dominions in making com- 

^Congressional Record, 62nd Congress, ist sess., pp. 3175 (Senate), pp. 559-560 
(House) . 
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mercial treaties with foreign countries. This stand increased the 
fire of charges from the opposition at home that the Empire was 
in danger.®^ 

At the conference Laurier moved that Britain abrogate, in part, 
her treaties with Austria-Hungary and Italy, as in these treaties 
the Dominions as well as the mother country were bound to the 
unconditional most-favoured-nation treaty principle.®® The re- 
moval of this restriction, and that of any limitation on the freedom 
of action of the Dominion in negotiations with foreign powers on 
commercial matters, was necessary for the success of the reciproc- 
ity agreement, as the United States would not have been interested 
in widely generalized benefits on the Canadian market. A resolu- 
tion passed the conference assuring the Dominions of complete 
autonomy in matters of commercial policy and in dealings with 
foreign governments in the commercial sphere.®® 

British opinion on the whole, however, was opposed to reci- 
procity. Chamberlain’s “Tariff Commission” publicized the 
rather minor reductions in the margin of preference that would 
be involved for British goods in Canada.’^® Nearly $15,000,000 
of British goods would be taxed more heavily on entering the 
United States than would Canadian goods of a similar kind, de- 
spite the fact that Britain maintained free entry for American 
goods. This was not so much an argument against reciprocity as 
an attempt to impress the British with the magnitude of their 
losses in bargaining power and commercial advantage under free 
trade. In fact the Chamberlain forces cherished the reciprocity 
question as a political weapon in the tariff debates in Britain. 


Ellis, Reciprocity, p. i66. 

Canada voluntarily adhered to the British treaty with Austria in 1876 and gave 
Italy most-favoured-nation treatment by order-in-council in 1910. 

^See Skelton, Canada and the Most Favoured Nation Treaties, pp. 4 and 13. 
Canada was bound to give some twelve countries the same concessions she might 
make to the United States under her own or British treaties in 1911. 

^®John A. Hobson stated in 1906 that the only British industries to benefit 
materially from the preference were textiles, leather, glass, carpets, confectionery, 
cordage, and earthenware. He tended to minimize the general advantages of the 
system. John A. Hobson, Canada Today (London: Fisher Unwin, 1906), p. 132. 
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They held the proposed agreement up to the British public as 
proof that Empire unity was endangered and urged that the threat 
be removed by a British tariff that would serve as a basis for 
colonial preference and that would turn the Dominions away from 
commercial arrangements with foreign governments. The defeat 
of reciprocity in 1911 was a telling blow to the British “tariff 
reformers” in the elections of 1912.’^^ 

Other British reactions were even less exalted in spirit. British- 
ers feared that the agreement might increase the price and reduce 
the supply of Canadian foodstuffs and raw materials available in 
Britain, as Canada would have a satisfactory alternative market 
in the United States. Cheese exports in particular, from Canada 
to Britain, were expected to suffer when Canadian butter found a 
ready market in the United States. 

On his return to Canada Laurier was faced with a well or- 
ganized opposition in Parliament whose filibustering tactics finally 
made the government take the issue to the country. An election 
was called for September 21, 1911. As far as the principal issue 
of the campaign was concerned the arguments used in political 
speeches had already been fully set forth in the parliamentary 
debates. It was the opposition’s policy to keep in the background 
the economic advantages to be gained from a larger agricultural 
market, and the success of their strategy is shown by the fact that 
the economic aspects of the question ultimately became a second- 
ary issue. Railroad executives, such as Sir William Van Horne, 
the Canadian Manufacturers’ Association led by T. A. Russel, 
and the comments of imperialist writers such as Stephen Leacock, 
and even Rudyard Kipling, played a part in the Conservative 
victory. Incautious statements on the annexation question by 
Taft and other American leaders were seized upon and distorted 
by opposition spokesmen. Clifford Sifton, who had broken with 
Laurier on the separate schools question in Alberta and Saskatche- 
wan, together with a group of protectionist-imperialist Liberals 
from Toronto, gave valuable assistance to the Conservative cause. 

Marvin E. Lowe, The British Tariff Movement (American Council on Public 
Affairs, 1942), p. 21. 
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Alleged scandals in the government party — such as the handling 
by Fielding of the Farmers Bank failure and alleged fraudulent 
disposal of western lands by Frank Oliver, the minister of in- 
terior — ^played some part in the debates. In Quebec Laurier’s 
naval building policy lost him support from the Nationalist group 
led by Henri Bourassa. 

When the returns were in, the Conservatives had 133 seats to 
the Liberals 86, practically a reversal of the pre-election position. 
Reciprocity proved again a lost cause, though it was to be revived 
twenty-five years later and adopted in both countries without the 
fanfare of congressional debate or general election. The return 
of the Democratic party to power in the United States in 1912 
marked the advent of another cycle of more liberal tariff policy in 
that country. By the Underwood tariff of 1913 Canada gained 
most of the advantages which she forfeited by the defeat of reci- 
procity. Wood pulp, for which free entry to the United States had 
been provided in the reciprocity agreement, was left on the free 
list after 1911. Provision was made by the United States for 
reciprocal free trade with Canada in wheat and wheat flour; other- 
wise the duty on wheat was to be 10 cents a bushel. Swine, cattle, 
sheep, and other live domestic animals entered the United States 
free of duty. The Canadian government refused to accept the 
overture as regards wheat. The trade in animal products, how- 
ever, increased with great rapidity after the Underwood tariff 
was passed. The United States maintained a moderate tariff 
policy towards Canada until the emergency post-war bill of 1919 
and the Fordney-McCmnber tariff of 1920 restored the level of 
protection existing before 1913. 

The many significant innovations in commercial policy intro- 
duced by the Liberals during their long tenure of office did not 
change the fundamental protectionism embodied in federal policy 
since 1879. The anti-dumping legislation of 1904, the selective 
protection to farm machinery and other industries implied by the 
“holes” in the tariff of 1907, the non-tariff protection contained in 
federal railway subsidies that encouraged the use of Canadian- 
made steel products, and the continuance of direct subsidies to 
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the steel and petroleum industries are illustrative of this fact. The 
British preference, particularly after its modifications in 1904 and 
1907, did not change the trend of United States trade gains in 
Canada or seriously reduce the average level of duties on pro- 
tected goods. In the latter part of the period resurgence of op- 
position to the principles of the National policy, led by Western 
opinion, was not strong enough to carry reciprocity against the 
opposition of vested interests in manufacturing and railways, and 
in the face of imperialist sentiment in Canada and Britain. On 
the other hand, Chamberlain’s great plan for closer imperial ties 
based on Empire tariff unity made even less headway. British 
preferences and the intermediate tariff notwithstanding, Canadian 
commercial policy during this period of economic expansion was 
fundamentally nationalistic. 



CHAPTER X 


TARIFF AND INDUSTRIAL EXPANSION 

The period from the acquisition of power by the Liberal govern- 
ment in 1896 to the end of 1913 is properly regarded as Canada’s 
era of greatest promise and fulfilment. Wheat from the new West 
provided the basis for a rapidly expanding export trade and to- 
gether with minerals from British Columbia and northern Ontario 
and new manufacturing expansion in the central provinces placed 
the imprint of economic merit on capital expenditures, both old 
and new. Net long-term capital movements into Canada rose 
from 30 million dollars a year in 1900 to an unprecedented 542 
millions in 1913;^ the index of home investment rose from 100 in 
1900 to 509 in 1913.^ During this period while the wholesale price 
index was rising from 47.9 in 1896 (1926 = 100) to 64 in 1913, 
the terms of trade were turning in Canada’s favour. The huge 
capital imports of the Dominion, which have provided a classic 
example of the phenomenon of international adjustment, were 
implemented by a large passive balance on merchandise account, 
in part by gold imports and the acquisition of unused balances in 
foreign, mainly American, banks. All the important indexes of 
national expansion — area of new land settled, immigrant arrivals, 
lines of railway mileage in operation, building construction — 
seemed to give warrant to Laurier’s remark that “The Twentieth 
Century belongs to Canada.” Expansion was not uniform how- 
ever. The prairie provinces, both in relative and absolute terms, 
increased in population most rapidly, with British Columbia, 
Ontario, and Quebec enjoying sizeable if less startling gains.® The 

^Mackintosh, “Economic Background of Dominion-Provincial Relations,” p. 25, 
table 3. 

® A. Cairncross, “Die Kapitaleinfuhr in Kanada, 1900-1913,” Welt Archive Novem- 
ber, 1937, quoted in Mackintosh, “Economic Background of Dominion-Provincial 
Relations,” p. 476. 

“Mackintosh, “Economic Background of Dominion-Provincial Relations,” p. 24. 
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Maritimes, on the other hand, were scarcely able to hold their 
own. Their relative position in the Dominion substantially de- 
clined. 

A few general points should be made regarding the place of the 
tariff in this expansion. In the first place, the imports which 
flowed in, chiefly from Britain and the United States, and which 
were financed both by increased exports and by foreign borrow- 
ings, brought substantial revenues into the treasury from customs 
duties. The duties increased from about 20 millions in 1896 to 
105 millions in 1913 while total federal taxes, including duties, 
rose from 29 to 127 millions in the same period. This influx of 
imports was not ruled entirely by forces of supply and demand in 
Canada and abroad. Qualitative controls were to a large extent 
set by a carefully designed tariff. This tariff, avowedly protective 
in intent, was calculated to assure those Canadian industries 
deemed capable of expansion the necessary raw materials and 
partially manufactured goods from abroad at prices unenhanced 
by duties. Thus “holes” were left in the tariff through which such 
goods might pass, especially after 1907. These essential materials 
for Canadian industry plus substantial amounts of capital equip- 
ment for railway construction made up the bulk of imports. 

Canadian imports came almost entirely from Britain and the 
United States. The value of imports for home consumption in- 
creased over six times between 1896 and 1913, or from 105 mil- 
lions to 671 millions. At the beginning of the period the United 
States was supplying about 50 per cent, and Britain a little over 
30 per cent, of these goods. By 1913 the American share had 
risen to 65 per cent and the British had fallen to just over 20 per 
cent, and this despite the preferential and intermediate tariffs.^ 
The rest of the world, along with Britain, had lost rather than 
gained relatively in the Canadian market. Furthermore the rela- 
tive importance of dutiable goods had increased, as compared 
with free goods both from the United States and Great Britain. 
Free goods constituted 44 per cent of American shipments to 

‘In the fiscal year ending March 31, 1914, general tariff imports were $298,000,- 
000; preference imports $95,000,000; and intermediate tariff imports $17,000,000. 
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Canada in 1896 and 37 per cent in 1913. Comparable figures for 
Britain were 24 per cent in 1896 and 22 per cent for 1913. 

Perhaps the most remarkable fact about Canadian imports 
over this period was the remarkable steadiness of their expansion. 
In no fiscal year were the imports under the preceding year, with 
the exception of 1909. Canadian exports, as is characteristic of 
a country in the capital-borrowing stage of development, fell con- 
siderably behind her imports, although undergoing a more than 
threefold expansion. The nation started this period with an active 
balance of trade. This position was maintained until the fiscal 
year 1899 when a passive balance of about 12 million dollars was 
incurred. The negative balance did not become really substantial 
until 1904, however, when imports exceeded exports by 46 mil- 
lions, which in itself is small when compared with the negative 
balance of 315 millions in 1913. 

The relative positions of the United States and Great Britain 
were reversed with respect to export, as compared with import, 
trade. In 1896 Britain took 57 per cent of Canadian exports while 
the United States absorbed 35 per cent, leaving only 8 per cent for 
the rest of the world. By 1913, although the United States had 
lost but little ground as an export market, Britain was taking 
slightly under '50 per cent of the total. Between 1896 and 1913 
the United States had increased her purchases of Canadian goods 
between three and four times and Britain by from two to three 
times. Of course the United States was still in an expansive stage 
and was increasing her imports. The Dingley tariff of 1897 
appears to have had only a temporary influence on imports from 
north of the border. 

A question solely of academic concern, but indirectly related 
to the tariff, arises when we contemplate this inflow of capital im- 
plemented by a passive balance of trade. What would the effect of 
a sudden curtailment of this stream have been on the economic life 
of the nation, uncushioned by war and a steeply rising price level 
for staple exports abroad? Would the Dominion have been able 
to service the relatively large debt she had acquired on capital 
account? Would the drastic deflation, necessary to adjust the 
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merchandise balance from the passive to the active, have been 
destructive of internal equilibrium, and would the depression, 
already in evidence by the outbreak of the war, have been greatly 
intensified? Perhaps some systematic scaling-down of foreign 
indebtedness might even have been contemplated in a long de- 
pression, as was done in Australia after 1929. 

Industrial expansion in all phases of economic life was an 
accompaniment of capital imports. Despite the great agricultural 
expansion associated with the intensive settlement of the western 
provinces, manufacturing kept pace, and manufactures produced 
for the domestic market increased even more rapidly. The city- 
ward flow of population continued as the urban portion increased 
from 32 to 45 per cent of the total population.^ From 1900 to 
igio manufacturing enjoyed the most rapid expansion of any 
peace-time period in Canadian history. The net value of produc- 
tion of manufacturing industries increased from less than $215,- 
000,000 to over $564,000,000, more than two and a half times, 
and the gross value of manufacturing production was well past 
the billion mark by 1910. Capital invested in manufacturing in- 
dustries increased nearly three times, or from about $447,000,- 
000 too $1,248,000,000. Employees increased by about 175,000 
much less in proportion than value of production or capital 
employed. The proportionate increase in wage and salary pay- 
ments was much in excess of the proportionate increase in em- 
ployees. 

The expansion of manufacturing was fairly general, with the 
exception of the woolen industry and certain handicraft indus- 
tries formerly protected by the isolation of their local markets but 
now subject to British and American competition without the 
benefit of high tariff protection. Industries such as iron and steel, 
which enjoyed an expanding domestic market in railway building 
and capital goods construction as well as tariff protection and 
direct subsidy, expanded two or threefold in the single decade 
from 1900 to 1910. With expansion went concentration of in- 
dustry in central Canada. The Maritime division of the iron and 

"" Report on Dominion-Provincial Relations, I, 73. 
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steel industry was the only important beneficiary of national 
policies to undergo much expansion in the eastern provinces, so 
great was the trend towards concentration in the central provinces 
and the movement of industry westward.® 

It is not to be construed that industries dependent upon the 
basic natural resources of the Dominion fell behind as the more 
complex consumer goods industries developed under the impetus 
of an expanding urban market and the tariff. Flour and grist mill 
products increased in value nearly fivefold from 1900 to 1910. 
The iron and steel industry itself was based on new ore discoveries 
in northern Ontario and Newfoundland, and the rise of the lum- 
ber, mining, and pulp and paper industries was the principal 
factor in the expansion of British Columbia and northern Ontario 
and Quebec. “Between 1896 and 1913, the exports of nickel and 
silver rose from $2 million to $26 million, and those of pulp and 
paper increased from less than $i million to $18 million.” 

In the manufacturing field the merger movement swept Canada 
in the first decade of the twentieth century. Larger primary and 
secondary producers, such as the steel companies, endeavoured 
to integrate vertically with complementary concerns in order to 
extend their control over sources of raw material. Price agree- 
ments and marketing pools iniposed limitations on competition. 
Pressure groups represented in the Canadian Manufacturers’ 
Association were pitted against the Granger movement in the 
West, and both gained in strength and political effectiveness. The 
struggle was intensified during the mild depression of 1907-1908. 


®In 1890, 84 per cent of textile production, 88 per cent of boots and shoes, 8i 
per cent of furniture, and 92 per cent of tobacco were manufactured in Ontario 
and Quebec. By 1910 these percentages had increased to 90 for textiles, 94 for 
boots and shoes, 97 for furniture, and 95 for tobacco. Iron and its products was 
more diversified, however, by 1910 with only 81 per cent in Ontario and Quebec 
as compared with 85 per cent in 1890. Rubber products, liquors, glass products, 
and chemicals and chemical products also showed greater diversification. For all 
manufactures, 81 per cent were produced in Ontario and Quebec in 1S90 and 
So per cent in 1910. This is rather remarkable in view of the entry of two new 
provinces into the Dominion and the rapid expansion in British Columbia and 
Manitoba. Report on Dominion'-Provincial Relations, I, p. 74, table 16. 

Report on Dominion-Provincial Relations, I, p. 77. 
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Active controversy, silent for the most part for a decade or so, 
arose again over the tariff issue. Charges of combination and 
monopoly bred behind tariff walls were being made by agriculture 
and denied by representatives of industry. 

Many of the combinations that occurred between 1900 and 
1910 were accompanied by extensive write-ups of company capi- 
talization, perhaps in some instances to excessive levels. It was 
charged that such inflation of securities was only justified by ex- 
pectations of monopoly profit based on a sheltered market posi- 
tion created by the tariff. In the years 1904 to 1911 inclusive, 
some forty-one industrial combinations were formed in Canada, 
absorbing one hundred and ninety-six separate companies. The 
aggregate capitalization of the firms was $125 million before the 
mergers, while the capitalization of the combinations amounted 
to some $335 millions.® The number of firms in Canada decreased 
slightly between 1900 and 1910, but the average capital of firms of 
five hands and over increased from $32,000 in 1900 to $65,000 in 
1910. In farm machinery average capitalization increased from 
$159,000 to $587,000, in railway rolling stock, from $353,000 to 
$1,490,000, with correspondingly significant increases in paper 
industries, electrical goods, and iron and steel manufactures in 
general. Protected and unprotected industries apparently ex- 
panded with similar rapidity. 

One development of the period that may be traced to the tariff, 
among other factors, was the establishment of a substantial num- 
ber of branch plants of American firms. Not more than one to 
three foreign or British firms a year had entered Canada during 
the eighties and nineties, despite the National Policy. In 1903 
five new branch factories were established, eleven in 1907, and 
fifteen and eighteen respectively in 1910 and 1911.® The rapidly 
expanding domestic market, restrictions on the export of pulp 
wood, and the prospect of preferences in Britain were influences 
supplementary to the tariff. 

^Monetary Times, Toronto, January 6, 1912. 

^British and Foreign Branch Factories j Report prepared by tbe Canadian gov- 
ernment in preparation for the Imperial Conference, Ottawa, 1932. 
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The iron and steel, farm machinery, and textile industries will 
now be examined and their expansion observed during this dy- 
namic period in Canadian economic life. Between 1896 and 1913 
the Canadian consumption of pig iron increased ten times, and 
the iron and steel industry took first place among the manufac- 
tures of the Dominion. The Liberals, with the dual purpose of 
fulfilling their low tariff election pledges and maintaining existing 
industries, extended the bounty system which had been introduced 
by their predecessors in 1883 as a “temporary expedient.” At the 
same time the National Policy level of specific duties on pig iron, 
ingots, slabs, blooms, and billets were reduced.^® in 1897 pig 
iron produced from native ore was given a subsidy of $3.00 a ton, 
double the original bounty of 1883. The subsidy plus the tariff 
now amounted to $5.50 a ton on the primary product of the indus- 
try. Pig iron made from imported ore was awarded $2.00 a ton 
to encourage the Maritime industry to develop the ore bodies of 
Newfoundland. In 1897 the bounty on puddled bars, steel billets, 
and ingots was raised from $2.00 to $3.00 a ton.^’^ In 1903 boun- 
ties of $6.00 per ton were allotted rolled wire rod producers. 

Between their inception in 1883 and their abolition in 1912 
(only nominal amounts were paid after 1910) a total of over $17 
million in bounties were paid to the industry. Pig iron producers 
received over $7.7 millions, steel producers $6.7 millions, and 
fabricators of steel $2.9 millions.^^ Only the crude petroleum 
industry was treated with comparable generosity during the 
period.^® 

The subsidy system, unlike the tariff, was never accepted as a 
permanent feature of national policy. In 1899 a scheme was 
drawn up in accordance with which the bounties were to disappear 
by certain percentages per annum over the five-year period from 

Pig iron was reduced from $4.00 per ton to $2,50, and the others from $5.00 to 
$2.00. 

^ 60-61 Viet. c. 6. 

^Donald, Canadian Iron and Steel Industry, p. 335. 

Between 1904 and 1908 crude petroleum received over $13,000,000 in bounties. 
Manila fibre manufacture, silver mining, and lead production also received small 
bounties. Sessional Papers, vol. XLII (1907-1908), No. 18, Paper No. 93. 
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1902 to 1907. This plan however was altered from time to time so 
as to delay abolition of the system until 1912.^^ The subsidized 
products of the industry included pig iron, steel made of ingredi- 
ents 50 per cent of which was pig iron of domestic production, 
rolled wire rods, and iron and steel smelted by the electric 
process^® 

Stimulated by this subsidy,^® and finding an assured backlog of 
demand in the government-supported railway building program, 
domestic producers increased their share of the market from 67 
to 80 per cent between 1896 and 1913d'’’ The Dominion’s annual 
production of pig iron grew from 86,000 tons in 1900 to 715,000 
tons in 1910, and the growth was fairly steady over the decade. 
Ontario and Nova Scotia shared this production in 1910. In the 
latter’s blast furnaces 313,000 tons were produced, and 399,000 
tons were produced in the Great Lakes area. Quebec had already 
dropped out of the picture because of the exhaustion of its shallow 
ore bodies. The contribution of the other provinces to the total 
output was insignificant. The steadiness of the growth of pig iron 
production in Canada over this decade belies the existence of a 
pronounced cyclical swing in economic activity within the country 
at this time. The production of steel ingots and direct steel cast- 
ings, another subsidized division of the industry, increased from 
23,500 tons in 1900, a figure which had been fairly representative 

1910, bounties on puddled bars and steel made from foreign ores were dis- 
continued, 

^ Donald, Canadian Iron and Steel Industry, p. 149. 

Local assistance also played a part in the localization of many firms. In 1900 
for example the Canada Iron Furnace Company received a bonus of $50,000 and 
large tax exemptions for establishing a plant in Midland, Ontario. In 1902 North 
Sydney attracted the Nova Scotia Steel Company with a bonus of $50,000 and 
exemption from local taxation for twenty years. Port Arthur and Collingwood, 
Ontario, and St. John and Sydney in the Maritimes gave substantial subsidies to 
other firms. Provincial aid was also given in Ontario and Nova Scotia. In 1903 the 
Ontario government assisted the Lake Superior Corporation by guaranteeing an 
accrued wages bill, and in 1904 an indirect subsidy was given in the form of a 
bonus to the Grand Trunk Railway providing it used Ontario-made rails. Nova 
Scotia gave right of eminent domain to the Dominion Iron and Steel Corporation. 
Donald, Canadian Iron and Steel Industry, pp. 171-172. 

Over 80 per cent of the imported iron and steel came from the United States. 
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of ingot and casting production since 1894, to 734,000 tons in 
1910. 

By the end of the period the Canadian iron and steel industry 
was fairly well established on its present basis. The primary in- 
dustry, that is, blast furnaces and the early stages of refining, had 
been localized in the Maritime provinces. Cape Breton Island, 
and in the Algonia region in Ontario. Points on the Great Lakes 
system, such as Hamilton and Montreal, had an obvious economic 
advantage in steel production, and the leading secondary iron and 
steel users in the country were located there. Financial troubles, 
mismanagement, absentee ownership, and over-specialized pro- 
duction dogged the early days of the primary industry despite its 
expansion record noted above. 

A clash of interests is inevitable in a country of Canada’s spe- 
cialization and regionalism. The controversy over the implement 
tariff, which came to a head about 1910, epitomized this struggle. 
The 35 and 30 per cent rates on farm machinery reached by the 
National Policy tariff at its apogee in 1887 had been scaled down 
to the 30, .25, and 20 per cent levels in 1894 in deference to agrar- 
ian discontent. In 1895 some recovery in farm prices had occurred 
though short crops in the following year kept farm income low. 
The preferential rates of 1897-98 were unimportant as far as 
farm machinery was concerned as the United States furnished 
practically all Canadian imports. Windmills, threshing machines, 
and some minor items were reduced from 25 per cent to 20 per 
cent in 1897.^® 


TABLE 15 


Farm Machinery: Imports and Duties, 1895-1915 


Year 

Annual Imports (Approx ) 

Average Annual Rate of Duty 

189s 

$ 291,000 

274% 

1900 

1,814,000 

224% 

1905 

2,313,000 

169% ■■ 

1910 

2,650,000 

27 - 8 % 

191S 

1,596,000 

274% 


^®6o~6i Viet., c. 16. 



248 COMMERCIAL POLICY IN CANADIAN ECONOMY 

Implement production in Canada offered many attractions to 
foreign and domestic capital in this period. Sizeable drawbacks 
of duty paid on imported parts were granted by the government, 
and specific duties on raw materials were in part replaced by 
bounties on domestic raw materials.^® In 1903 International Har- 
vester crossed the border to establish a Canadian branch at Ham- 
ilton, on land previously purchased by the Deering Company. 
The 20 per cent duty of the period was primarily responsible for 
this step. This is the one outstanding example of branch plant 
penetration by the American industry into the Canadian field. 
Today International is the largest producer for the domestic mar- 
ket in the Dominion.®® Mr. Metcalfe of International Harvester, 
testifying before the Ways and Means Committee of the United 
States House of Representatives in 1908, explained the reasons 
for the move. When asked why the firm established its Canadian 
branch he replied: “Because of the Canadian duty.” When fur- 
ther asked if the company could manufacture more cheaply in 
Canada than in the United States, he replied that costs were about 
the same in both countries but that costs were substantially lower 
in the Dominion than in England or Germany.®^ 

Despite severe competition from United States producers in 
nearly all foreign markets, Canada became a real factor in the 
export trade after 1898 when exports of farm implements passed 
the million dollar mark. Exports, however, did not keep pace with 
domestic production and consumption during the first decade of 
the twentieth century. Output increased from $9,500,000 in 1901 
to $12,800,000 in 1906 and to $20,723,000 in 1910. Exports in- 
creased only from about $1,743,000 to $4,319,000 over the same 
ten-year period. Australia, France, Germany, and South America 
were the principal markets in addition to Great Britain. 

By far the most important unit in the export business was 

“The implement industry received 52% of all drawbacks paid by the customs 
department in the fiscal year i899--i9oo. See Sessional Papers, Auditor General’s 
Reports, 1900. 

^From 1926 to 1933 this company did 40% of total domestic implement busi- 
ness ; it produced 50% of the value of its Canadian sales in Canada. 

^ See Debates, House of Commons, 1924, pp. 1800-1801. 
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Massey-Harris. The period of cut-throat competition followed 
by amalgamation and combination, which characterized the 
United States’ division of the industry during the 1890’s, was 
paralleled by a movement in the same direction on a less spectacu- 
lar scale in Canada. In 1891 the Massey-Harris organization was 
formed by the amalgamation of the Massey and Harris firms, and 
in 1896, after having absorbed several smaller units,’^^ Massey 
Harris was incorporated as a private company. Economy of cen- 
tralized management, financing, and marketing were the primary 
motives of this and other combinations in which many of the com- 
ponent concerns retained autonomy as regards factory operation. 
Approximately a hundred plants disappeared from production or 
were absorbed between 1891 and 1901. In Ontario the combina- 
tion movement was especially strong, the number of firms declin- 
ing from 130 in 1891 to 66 in 1901, while in Quebec the decline 
was from 69 to 41 in the same period.^® 

As the combination movement grew and the farmers became 
more price-conscious with better organization, the charge of ex- 
port dumping was frequently heard.^^ The accusation was made 
that implement companies were selling their products in Great 
Britain and elsewhere from 10 to 30 per cent lower than similar 
machinery was being sold for at home. Through the ofiicial organ 
of the Canadian Manufacturers’ Association, Industrial Canada, 
this “dumping” charge was answered by calling attention to the 
difference in kind and quality between export machinery and 
that placed on the domestic market. Binders of almost double the 
size used in England were demanded on the prairies, and gener- 
ally higher quality tillage equipment was also required in domestic 
agriculture. This qualit}?' differential is a very real one and makes 
proof of the “dumping” charge nearly impossible. The cheapness 
of ocean freight rates from eastern Canada to England, as com- 
pared with the long rail haul to western Canada, amounting on a 

“In addition to the Massey-Harris concerns, the Patterson and 'W^sser com- 
bination of Brantford and Woodstock, the Unity Plow, and the Bain Wagon 
Works became part of the organization. 

“ Census of Canada, 1900-1901. 

“Six powerful farm organizations came into existence between 1900 and 1906. 
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binder to $10.00 less from Ontario to London than from Ontario 
to Saskatoon, would also have justified lower prices abroad as 
non-discriminatory business policy. The drawbacks paid on ex- 
port shipments were an additional excuse for a price differential. 

The following retail price comparisons, while not accurate in 
all instances, as they do not apply to strictly comparable ma- 
chines, serve to show that the Canadian farmer was faced with 
higher equipment costs than his United States contemporary. A 
comparison of prices between comparable implements in Mani- 
toba and North Dakota revealed that the Canadian farmer paid 
higher prices."^ 


TABLE 16 

Comparative Implement Prices 


Article 

Canadian Price 

U. S. Price 

Percentage by which 
Canadian Exceeded 

U. S. Price 

14 in. steel-beam walking plough 

$ 25 

^S 22 

12 0% 

16 in. sulky plough 

60 

52 

iS-4% 

14 in. gang plough with extra shares , 

88 

80 

10 0% 

8 ft. 6 in. disc harrow . 

45 

38 

18 4% 

10 ft. 20 single-dish drill 

140 

125 

12.0% 

Farm wagon 

105 

95 

10 - 3 % 


These price differentials rankled in the breasts of the farm 
organizations which sent strong deputations to the Fielding Tariff 
Commission appointed in anticipation of the general tariff revi- 
sion of 1906-1907. The Liberals were able to effect a compromise 
counteracting a tariff reduction in implements by extending the 
drawback system to include the domestic market. The iron and 
steel producers in turn were reconciled by the continuance of the 
bounty system. Under the general revision of the customs tariff 
act in 1907 (6-7 Edw. VII, c. ii), mowing machines, harvesters, 
reapers, and other harvesting equipment, cultivators, and tillage 
implements were reduced in duty 2j4 per cent ad valorem under 
the general tariff or to i 7>4 per cent. There was no separate inter- 


® Senate Exec. Docs., No. 8o, 626. Cong., 1st Sess., vol. XV, pt. 3c, p. 4327. 
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mediate rate, and the ineffective British preference rate was I2j4 
per cent. Traction and portable engines for farms, threshing 
machines, and equipment were dutiable at 15, 17^4, and 20 per 
cent under the three-ply system. Hay-loaders, potato diggers, 
fodder and feed cutters, etc., and implements n.o.p. were rated at 
IS, 22 j 4 , and 25 per cent, and small farm tools at 15, 20, and 
22 J 4 per cent. This tariff may be designated as the I 7 j 4 per cent 
tariff as the 1894 measure was a 20 per cent tariff, the National 
Policy a 35 per cent tariff, the revenue tariff a 17^ per cent tariff, 
and prior to that the immediate post-Confederation tariff a 15 per 
cent, and that of Cayley and Galt a 20 per cent rate. These rates 
were those that applied to the main list of harvesting and tillage 
equipment. In 1907 the 2 j 4 per cent reduction was systematically 
carried throughout the entire implement schedule. 

The 1907 revision extended the drawback or rebate system to 
implements consumed in Canada. Ninety-nine per cent of the 
duty paid on imported rolled iron, rolled steel, and pig iron was 
refunded when those materials were used in the production of 
harvesting equipment for export and for home consumption.®® 
The Canadian Manufacturers’ Association, speaking for the iron 
and steel interests principally, resented this nullification of part of 
the protective force of the tariff on materials produced in Canada. 
To encourage the manufacture of ploughs in Canada, mould 
boards, plough plates, or landsides were made free under the 
three divisions of the tariff schedule. Although dissatisfied with 
the 1907 revisions, and determined to press on towards free trade 
in farm machinery, the Grange, the Grain Growers’ Association, 
and other militant protagonists of the farm viewpoint, concen- 
trated on the battle with railway monopoly and the private grain 
trade in 1908 and 1909. Only when reciprocity was in the air in 
1910 did they again direct all their fire at the tariff. 

The progress made by the implement industry during the three 
decades of protection is epitomized in Table 17. It will be ob- 
served that the last decade of this thirty-year period experienced 
the greatest expansion. These decennial percentages of growth 


“Total drawbacks and rebates of $552,304 were paid in the first year. 
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but it soon appeared that the cotton branch of the industry would 
be able to hold its own. The net value of cotton production in- 
creased from $4,244,000 in 1890 to $6,200,000 in 1900 and to 
$10,605,000 in 1910. Imports of raw cotton increased about 120 
per cent from 1890 to 1910. The industry’s development was 
largely owing to the expansion of the home market, coupled with 
generous tariff protection. The United Kingdom’s exports to 
Canada also profited from the tariff. Total imports of grey goods 
increased five and a half times from 1900 to 1913 and bleached 
materials by about the same proportion. 

Notice has previously been taken of the combination move- 
ment that was a strong force in the cotton industry between 1889 
and 1892. This had resulted in the concentration of control of the 
industry in two large combinations and three or four independ- 
ents. Some new blood came into the industry around 1900. Com- 
petition was intensified and a move got under way to regularize 
competition by effecting further consolidations. In 1905 a syndi- 
cate organized the Dominion Textile Company which took over 
the properties of five companies, including Dominion Cotton Mills 
which had been the result of the mergers of fifteen years before. 
The new company controlled about one half the capital equip- 
ment of the cotton industry. Between 1900 and 1910 several new 
companies were organized to produce specialty goods at Hamilton, 
Montreal, Three Rivers, and Shawinigan Falls. The industry 
became more and more concentrated in Quebec, the province of 
cheap power and cheap labour. Sixty-six per cent of production 
was in Quebec in 1910, with Ontario having 18 per cent, and the 
Maritimes the remainder. In 1910 further consolidation occurred 
with the emergence of Canadian Cottons Limited. 

The Canadian woolen industry fell on evil days during the 
years of greatest advancement in most of the Canadian economy. 
Made up of many small plants providing a few staple lines of 
goods to a limited local market, it was ill-adapted to meet the 
demand of a wider and more exacting market. “The British 
Manufacturers, serving a large market, could more efficiently 
meet the demands for variety than could the small Canadian 
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mills.” Output declined from 14 to 7.6 million yards in the ten 
years following 1S99, and only 87 mills were left in 1910 out of 
the 377 in operation in 1890. Employees, however, declined only 
from 6,956 to 4,263 over the same period. Neither a return to 
higher duties after the 23 per cent rate of the British preference, 
nor combination could save this industry from a severe adjustment 
period. The Canadian Woolen Mills, formed in 1900 to take over 
five plants, failed in 1904. Hosiery and knit goods, on the other 
hand, protected at about the same rate as woolens, expanded 
production 250 per cent between 1900 and 1910. 

During these seventeen years of expansion and consolidation 
when large scale manufacturing enterprise supplanted the smaller 
and more widely scattered establishments of the early National 
Policy period, the tariff became a more selective and effective 
device for protection than ever before. There is evidence that, 
with combination among erstwhile competitive firms, tariff pro- 
tection was reflected in wider price differentials between the Cana- 
dian and American prices than had been true during the i88o’s, 
with resulting opposition from farmer and consumer groups. The 
demand by industry for support of domestic prices and market 
position against dumping forays from the United States, rather 
than the “infant industry argument,” characterized the period. 
On the positive side new industries, and particularly branch plants 
of American firms, were attracted to Canada as the growth of the 
country made the protected domestic market a profitable one for 
large and efficient producers. 

^'Report of Royal Commission on the textile Industry j p. 43 , 



CHAPTER XI 


WAR AND POST WAR TARIFFS 

Until the reciprocity issue lent the colour of a spirited flag- 
waving election campaign, the tariff as the traditional centre of 
partisan dispute had lost ground in Canadian politics. The voices 
of discontent from Western Canada assured revival for the issue 
at every election, however, as long as protection should endure; 
but, before the 1910-11 debate the leaders of both major parties 
were in substantial agreement on what constituted a “reasonable” 
level of protection and on the merits of preserving it. It was to be 
expected, therefore, that the government of Robert Laird Borden 
in 1912 would not be antagonistic to the general level of tariffs 
which the country had known since 1897, and specifically to the 
schedules of 1907. Nor was it to be expected that the Conserva- 
tives would repudiate the British preferential tariff after the 
emphasis on Empire unity had done much to defeat reciprocity 
and bring them to power. In any case even the erstwhile op- 
ponents of the preference, the manufacturing community, found 
little fault with the British rates after the revision of 1907 had 
broken the rigid scale of one-third off the general tariff. 

After two years of office, Mr. (later Sir) Thomas White, min- 
ister of finance, summarized the policy of his party in the budget 
message of 1914: “The evils of a high protective tariff are too well 
known to make it necessary that I should discuss them here. The 
tariff of Canada has not been a high tariff but one affording a 
moderate degree of protection only.” ^ Stability, diversification of 
industry, fair wages, and a home market for farmers all had re- 
sulted from “reasonable” tariffs, said the minister. 

Indeed a policy of inaction on the tariff front did not serve the 
Dominion badly after 1911. The American Underwood tariff of 
1913, which reduced the level of protection in the United States to 


’^Debates, 1914, HI, 2452. 
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about the Canadian level, had given the Dominion most of the 
export advantages offered by the reciprocity agreement.^ Wood 
pulp had been left on the free list by the United States after the 
failure of Canada to accept reciprocity. In 1913 the United 
States offered free entry for Canadian wheat on condition that 
Canada remove the duty on American wheat and flour. The 
Canadian government refused to take action in 1914 out of 
solicitude for the east-west railway system, but the American duty 
on Canadian wheat was removed in 1917. 

The principal episodes in immediate pre-war tariff history were 
the abortive attempts to set up a permanent tariff commission 
“to take the tariff out of politics,” the final lapsing of the iron and 
steel subsidies in 1912, the adjustment of the iron and steel duties, 
and the lowering of farm machinery rates in 1914. Though the 
tariff commission plan, patterned to some extent after the United 
States system of 1912, was defeated in the Senate, owing to the 
Liberal control of that House, a “scientific” tariff had much appeal 
at the time in both countries. The iron and steel bounties which 
had been unimportant since 1910 were allowed to lapse in 1912 
since White held that direct subsidies should not be given to a 
mature industry.® Perhaps to cushion the shock to the steel in- 
dustry, the drawbacks on exported products made from imported 
pig iron were liberalized, and the duty on certain items was in- 
creased.* In 1914 the intermediate tariff on pig iron was raised 
from $2.25 to $2.50 per ton, making it equivalent to the general 
rate. Wire rods were removed from the free list and made dutiable 
at $2.25 per ton, British preference, and $3.50, intermediate and 
general tariffs. The drawback was, however, extended to the duty 
paid on wire rods imported for the manufacture of galvanized wire 


^The Underwood bill reduced the level of the United States tariff on dutiable 
imports to about 26 per cent ad valorem. The average Canadian ad valorem tariff 
on all imports from 1911 to 1915 was 19.5 per cent on British goods and 15.0 per 
cent on American, Great Britain, Parliamentary Papers, 1917-18, vol. VIII, Cd. 

8457, P. 7. 

^Debates, 1914, HI, 2454. 

^ By 4 & 5 Geo. V, c. 25, drawbacks paid a particular firm were based on the 
proportion of pig iron (imported or domestic) used for exports. 
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and steel wire of the type used for fencing. The intermediate duty 
on rolled iron and steel angles and beams was also raised from 
$2.75 a ton to the general rate of $3.00 for items weighing over 
120 pounds per yard (4 & 5 Geo. V, c. 26). The duty on har- 
vesters, reapers, and mowers was lowered from 17J4 to i 2 j 4 per 
cent. 

When the war broke out the tariff was the principal fiscal instru- 
ment immediately available and was called upon at once to meet 
unprecedented demands for revenue. In August 1914 the rates 
on such reliable revenue producers as coffee, tea, cocoa, sugar, and 
tobacco were increased (5 Geo. V, c. 5). In April 1915 a surtax 
of 5 per cent under the British preference, and 7J4 per cent under 
the intermediate and general tariffs, was placed on imports. 
Materials used to manufacture harvesting equipment, binder 
twine, anthracite, and munitions were exempt (5 Geo. V, 2d 
Sess., c. 3). Crude petroleum imported by refiners was added 
to the exempt list in April 1916® (6 & 7 Geo. V, c. 7). 

Despite its revenue objective the horizontal increase in the tariff 
was attacked as a protectionist device, especially by the farm 
press and agricultural organizations.® It undoubtedly contributed 
to the resentment of western representatives in Parliament and to 
the growth in strength of the Canadian Council of Agriculture’s 
political offspring, the Progressive Party, in federal politics and 
of farmer political organizations in the provinces. As a public 
issue, it was closely linked with charges of monopoly made against 
Canadian manufacturers of farm machinery, fertilizers, cement, 
and textiles on which a large percentage of farm income was spent. 

The defense was aided when the Board of Inquiry into the Cost 
of Living made its report in February 1916, at a time of vigorous 
debate on war taxes. This board consisted of a group of govern- 
ment officials appointed in December 1913 to report on the causes 
of rising prices and living costs over the previous fifteen years. 

' Over $180,000,000 was collected from this surtax between 191s and 1920. See 
Debates, 1919, III, 3150, and ibid., 1920, III, 2490. 

° “The Canadian millin g corporations are earning far higher returns than the 
average Canadian industry and no small part of their excessive profits comes 
from the tariff — ^sheltered home market” {Globe, Toronto, Nov. 8 , 1916). 
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The main report of the board does not merit serious consideration 
as economic anal3'-si3. Causes other than the tariff were held 
responsible for the rising cost of living since unprotected com- 
modities, mainly raw materials, were shown to have increased in 
price as much or more than protected goods. Since improved 
technology in industry and the great advance in world prices that 
characterized the period were primarily responsible for this re- 
sult, it proved nothing about the influence of the tariff. The 
board’s report was widely quoted by protectionist newspapers, 
however, and obtained some support for the government’s tax 
program. 

The war was significant in Canadian tariff history insofar as it 
laid the foundations for drastic tariff changes and a new re- 
surgence of economic nationalism in the world as a whole. Can- 
ada’s tariff, however, was relatively stable from the introduction 
of the revenue duties in 1915 until their removal in 1919 and 1920. 
In 1918 special revenue duties were placed on tea, coffee, to- 
bacco, and liquor (8-9 Geo. V, c. 17). Instead of raising the 
tariff further to meet revenue needs, the government introduced 
a host of new direct and indirect taxes. 

Developments of the war period that must be stressed were the 
strengthening of imperial unity and the steps taken before and 
after the Armistice to provide an economic basis for the new Em- 
pire solidarity born of military necessity. In Canada the war rev- 
enue duties widened the margin of preference as a 2j4 per cent 
differential in favour of Britain was added to existing preferences, 
while the 1916-17 food and raw material shortages in England 
brought home the apparent need for self-sufficiency on an imperial 
if not a national basis. The imperial war conference held in Lon- 
don in 1917 recommended a system of Empire tariff preferences.® 
Though nothing was done for the duration, in 1919 (9 & 10 Geo. 
V, c. 32, Imp.) Canada received a preference of one-third off the 


Board of Inquiry into Cost of Living, Report (2 vols., Ottawa: King's Printer, 
1915), I> 1 Z- 

® Great Britain, Parliamentary Papers, 1917-1918, voL XXIII, Cd. 8566, p. 114. 
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McKenna duties of 1915 (5 & 6 Geo. V, c. 89 Imp.). Since these 
duties applied to motor cars, phonographs, and other highl}' manu- 
factured goods in which Canada’s competitive position was weak, 
the preference was not valuable. In 1921 the preference was also 
extended to commodities dutiable under the safeguarding of indus- 
tries act of that year (ii & 12 Geo. V, c. 47, Imp.). 

In 1919 Canada temporarily increased the preference by re- 
moving the surtax of 5 per cent on British goods while the jyi 
per cent levy on general imports was retained until 1920 — though 
foodstuffs, linen, cotton and wool clothing, boots and shoes, fur 
articles, leather goods, farm machinery, mining machinery, pe- 
troleum oils, and bituminous coal were relieved of the tax in all 
schedules in 1919. Wheat, wheat flour, potatoes, crude petroleum, 
tin, copper, nickel in blocks, rolled iron and steel hoops, and iron 
ore were placed on the free list in 1919 (9 & 10 Geo. V, c. 47). 
The remaining war duties were removed ini92o(io&ii Geo. V', 
c. 44). 

The war surtax on imports produced over 45 million dollars of 
revenue in the year ending March 31, 1918, or about 28 per cent 
of all customs receipts. Even government supporters were willing 
to remove the tax in 1919, however, as farm organizations made it 
clear that no support would be forthcoming unless the burden of 
the tariff on the necessities of life was lightened. According to the 
opposition press erstwhile supporters of the government from the 
western provinces were demanding a 50 per cent reduction 
throughout the list.^ The president of the Canadian Council of 
Agriculture declared: 

It must be remembered that for the first time the members from west 
of the Great Lakes hold the balance of power in the House of Com- 
mons. . . . Even Mr. Meighen, the rising hope of Western Conserva- 
tism, has been given to understand that there is no political future for 
him in the West unless he gives what help he can in securing reductions 
in the present excessive rates of duty.^^ 

^ Globe (Toronto), March i, 1919. 

Globe (Toronto), March 7, 1919. 
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In eastern Canada voices were still raised in support of protec- 
tion as a safeguard against the threatened commercial depression 
of the immediate post-war period. However, the conservative 
Financial Post attacked the diehard protectionist viewpoint of the 
Canadian Manufacturers’ Association observing: “Coupled with 
the public-be-damned attitude of the Association has grown up 
under the tariff a little group of outrageous monopolies.” 

Canada’s subsequent record in post-war economic relations, 
contrasted with that of much of the world and particularly the 
United States, was not particularly displeasing from the low tariff 
point of view. In Canada, unlike the United States, the vital mar- 
kets lay outside the borders, and the political strength of the 
agrarian group militated against a drastic scaling-up of the tariff 
in the wake of the emergency and Fordney-McCumber bills in 
• the United States. In compliance with a custom which had grown 
up in Canada, prior to any general revision of the tariff, the min- 
ister of finance. Sir Henry Drayton, and some of his cabinet col- 
leagues toured the country to ascertain public sentiment in 1920, 
and found opinion throughout the West heartily opposed to up- 
ward revision. Early in that year farm prices had begun to soften 
in the face of a still rigid industrial goods price structure. The 
United States emergency tariff, with its protection to American 
agriculture, was felt severely throughout western Canada, espe- 
cially in the ranching industry. Its effect is reflected in the record 
of a stock yard at Moose Jaw which, in the three fall months of 
1920, had exported 37,056 head of livestock to the United States, 
as compared with 7 500 head during a comparable period after the 
new tariff became effective.^^ Besides losses in the United States 
market Canada, like other countries which had fed the insatiable 
hunger of belligerent Europe for raw materials and food during 
the war, saw some of her foreign trade slipping away during 1920 
and 1921 as European agriculture returned to peacetime produc- 
tion. Currency depreciation abroad, particularly in the United 

Globe (Toronto), March 24, igig, quoting Financial Post. 

“John Nelson, The Canadian Provinces; their Problems and Policies (Toronto: 
Musson, 1924), p. 12. 
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Kingdom, made profitable selling difficult, whereas United States 
currency rose in respect to the Canadian dollar and thus increased 
costs to Canadians buying in that market. 

Drayton therefore stated the aims of the government in 1920 
in the words of the moderate protectionist. He listed industrial 
stability, encouragement to new and desirable industries, the pro- 
tection of the consumer, more trade with British countries, and 
the safeguarding of Canada’s interests in the struggle for “com- 
mercial and industrial supremacy” as the principal objectives of 
the administration’s tariff program^® — objectives with which 
Laurier or Borden would have agreed. Even Fielding on the Lib- 
eral side, sensing the rising power of the Progressives, pointed to 
the “impractical” free trade ideas of the agricultural interests 
and espoused a system of bounties to relieve the burden of protec- 
tion on the consumer. He suggested that “pending a wider revi- 
sion of the tariff, substantial reductions . . . should be made 
with a view to . . . diminishing the very high cost of living . . . 
reducing the cost of the instruments of production in the indus- 
tries based on the natural resources of the Dominion.” 

Before the general revision contemplated by Drayton was ef- 
fected, the Liberal-Conservative party was defeated. The tariff 
which Fielding found when he resumed the finance ministry in 
1921 was therefore substantially that of 1911. In the interval, 
however, the balance of power in the Dominion had moved west- 
ward, and the agrarian demand for lower duties was now voiced 
by the Progressive party in Parliament itself, not by farm organi- 
zations from without as in 1910. The King government heeded 
this rising political force and effected rather broad concessions by 
the budgets of 1922 and 1923. In 1922, 2 j 4 and 5 per cent reduc- 
tions were made on farm machinery, bringing those commodities 
down to 10 and 15 per cent levels under the general tariff. The 
typical reduction on textiles was 2)4 per cent ad valorem (12-13 
Geo. V, c. 19), which, however, left textile duties at 25 to 35 per 
cent levels under the intermediate and general schedules. In 1923 

Debates, 1920, III, 2491. 

Debates, 1920, III, 2510. 
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a reduction of 50 cents per hundred pounds in refined sugar, to- 
gether with proportionate reduction in raw sugar, was expected 
to save sugar consumers $2,500,000 (13-14 Geo. V, c. 42 ) . Minor 
reductions were made in duties on fishing, mining, and forestry 
equipment in line with the policy of cheaper capital equipment for 
primary industries. A 40 per cent drawback of duty paid on fac- 
tory equipment was allowed if imported for use in new industries. 
In accordance with Fielding’s preference for subsidies, copper and 
hemp bounties of cents per pound were introduced. The cop- 
per subsidy was arranged to diminish progressively to zero after 
five years and to apply to copper bars and rods manufactured 
from domestic copper and sold for internal use (13-14 Geo. V, 
c. 40). The subsidy on hemp began in 1926 and was to diminish 
to zero after 1933 (13-14 Geo. V, c. 50). In 1928, the year of the 
scheduled disappearance of the copper subsidy however, a bounty 
of cent a pound was continued till 1931 (18-19 Geo. V, c. 15). 

An interesting item of the 1923 budget proposals was the clause 
giving the governor-in-council power to increase the duty on 
raisins and currants from 2/3 cent to 3 cents per pound under the 
general and intermediate tariffs and to make them free under the 
British preference. It was hoped that this would encourage Aus- 
tralia and other Empire countries to negotiate trade agreements 
with Canada. In fact, 1923 was an important year in the history 
of Empire economic relationships for it was the year of the first 
imperial conference after the war. This conference presented the 
first opportunity for implementing the sentiments of solidarity 
that had grown out of the united war effort. Mackenzie King 
brought to the conference Canada’s contribution to Empire soli- 
darity in the form of an effective addition of 10 per cent to the 
British preference, by means of a discount of 10 per cent from 
existing preference rates on duties in excess of 15 per cent for all 
goods consigned from British countries and entering Canada via 
Canadian ports ( 13-14 Geo. V, c. 42 ) 

The government in power in Britain when the conference con- 

“ Wines, spirits, sugar, and tobacco were not entitled to this discount; goods 
dutiable at less than 15 per cent were also excluded from it. 
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vened was led by the political heirs of Joseph Chamberlain. Stan- 
ley Baldwin was prepared to give concrete expression to economic 
imperialism, and in this he had Dominion support. His govern- 
ment proposed to introduce preferences on certain colonial prod- 
uce and to extend existing preferences on dried fruits, currants, 
sugar, and tobacco. Later, on Dominion insistence, apples, fruit 
juices, and canned salmon were added to the preferential list.^® 
The conference resolved that: 

This Imperial Conference holding that, especially in present circum- 
stances, all possible means should be taken to develop the resources of 
the Empire and trade between the Empire countries, desires to reaffirm 
the Resolution on the subject of Imperial Preference passed by the Im- 
perial War Conference of 1917.^'^ 

Australian and British representatives recommended that Em- 
pire governments show a preference in letting their contracts to 
Empire countries. Australia was especially insistent on a quid 
pro quo for the continuance of preferences in Britain’s favour. 
Stabilization of Empire currencies as early as possible was ad- 
judged necessary, and it was recommended that the Dominions 
and colonies acquire substantial sterling balances in furtherance 
of this objective. A uniform system of invoices and certifications 
for Empire trade was also recommended.^® 

After the conference the Baldwin government went to the coun- 
try on the question of general protection to manufactures plus a 
tariff on wheat and other foods to serve as a basis for an Empire 
preference. The success of the strongly free trade Labour Party 
shelved all immediate plans for implementing the conference pro- 
posals as far as the mother country was concerned. When the 
Conservative party came back to power in October 1924 it was 

Great Britaiiij Parliamentary Papers, 1924, vol. X, Cd. 2009, pp. 241-243. 

^^The 1917 resolution favoured: ^‘the development of Imperial resources and 
especially . . . making the Empire independent of other countries in respect of 
food supplies, raw materials, and essential industries.” See Sessional Papers, vol. 
LX, No. 7 (1924), Paper No. 36, pp. 192-193* The 1917 resolution was quoted 
by Bruce of Australia. 

^Sessional Papers, vol. LX, No. 7 (1924), Paper No. 36, p. 113. 
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pledged to lay no taxes on food or to introduce a general tariff; 
it did restore the McKenna duties abandoned by the Labour gov- 
ernment, extend the safeguarding duties of 1921, and adopt the 
imperial preference proposals of 1923. 

The next six years of Canadian tariff history were featured by 
stability broken only by reductions on some articles of capital 
equipment, automobiles, coal, and textile products, and an exten- 
sion of the intermediate tariff to a large group of countries with 
which trade agreements were negotiated by Canada and Britain. 
The cumulative effect of the latter was not important to the gen- 
eral tariff levels of the country as the United States could not be 
included. 

The tariff changes of 1924 followed the pattern laid down in 
1922 and 1923 as they were expected to form the basis of the 
Liberal party’s appeal for agricultural support in the face of the 
still rising power of the Progressives. Changes more than cut in 
half the duties on farm machinery and reduced that list to the 
nominal rates of 5, 7 ^ 4 , and 10 per cent. Mining, fishing, and 
lumbering equipment were further reduced. To make the changes 
more palatable to secondary manufacturers, iron and steel used 
to produce agricultural machinery now entered free (14-15 Geo. 
V, c. 38). The sales tax, which was reduced from six to five per 
cent at this time, was entirely removed from most of the commodi- 
ties on which the tariff was reduced (14-15 Geo. V, c. 68) includ- 
ing farming machinery, and mining, lumbering, and fishing equip- 
ment. 

The Conservative opposition condemned the tariffs of 1922 to 
1924 as “sounding the death knell of protection” at a time when 
mounting tariff walls abroad and depreciated currencies in Europe 
made the safeguarding of Canadian industry essential'. R. J. 
Manion even foresaw commercial union with the United States if 
the trend of Liberal policy continued.^® The Progressives claimed 
that further reductions in the tariff should be accompanied by 
lighter taxation in general on the necessities of life.®® 

Debates, 1924, HI, 1540 and 1542. 

^Debates, 1924, p. 1460 (Woodsworth) . 
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The tariff changes of the disturbed political year, 1925, were 
insignificant. A minor change was made in the bituminous coal 
duties, placing a uniform rate of 50 cents a ton, general tariff, on 
all coal with the exception of anthracite.^^ Coal entering Canada 
for use in by-product coke ovens received a 99 per cent drawback 
of duties paid. 

The dumping duties were somewhat clarified. The penalty 
duty, levied on free or otherwise dutiable goods, was now to equal 
any difference that might exist between the value of the goods for 
customiS entry (based on fair market value in the country of ex- 
port) and the export price of goods to Canada. Prior to this, the 
dumping duty had been set at the difference between the selling 
price of the goods in the exporting country and their purchase 
price by the Canadian importer. In his budget presentation of 
1925 J. A. Robb announced the government’s intention to set up 
an advisory board to study the results of the tariff changes of 
1924 and to prepare for a general revision of the tariff. He said 
that drastic changes in the schedules would be deferred until this 
board had studied the subject.^^ 

A few changes, however, were made in 1926. As a result of 
Canada’s new trade agreement with the British West Indies, a re- 
duction from 45 cents to 28.7 cents (approximately) per hundred 
pounds was made in the duty on sugar for refining. The principle 
of paying drawbacks on account of duties on materials imported 
to be manufactured and used for domestic consumption was ex- 
tended to include certain automobile parts and importations for 
use in the rayon industry. To qualify for drawback certain mini- 
mum Canadian or Empire content requirements had to be met by 
domestic producers (16-17 Geo. V, c. 7). A minor change of con- 
siderable discriminatory effect denied the British preference, after 
January i, 1927, to any goods not shipped directly to a Canadian 
port. This extension of the discriminatory principle established in 


®"The intermediate rate was 45 cents and the British preference rate 35 cents 
(13-16 Geo. V, c. 8). Prior rates had been 53 cents on bituminous lump coal and 
13 cents on bituminous slack coal, general tariff. 

^Debates, 1925, 11 , 1472. 
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1923 was a blow to trans-shipments through the United States and 
lasted until 1938. 

In 1926, automobiles, which had been paying 35 per cent since 
receiving separate classification in 1907, were given a differential 
rating as follows; passenger cars valued at more than $1200 
retail were now dutiable at 27^ per cent under the general tariff 
and 25 and 15 per cent under the intermediate and British tar- 
iffs.®® Cars and trucks selling below $1200 retail paid 20 per cent 
under the general and 17^4 and 12 >4 per cent under the other 
two categories. By a complementary stroke, however, a good por- 
tion of the tariff protection, removed by lowering the tariff, was 
restored to the automobile industry in the same year. The excise 
tax of 5 per cent,®^ which from 1922 (12-13 Geo. V, c. 47) had 
applied to domestic production and imported cars alike, was now 
removed from domestic cars retailing at less than $1200, provid- 
ing the 50 per cent Canadian content qualification was met (17 
Geo. V, c. 10). This tax exemption was equivalent to protection 
of some 6 per cent since the imported automobiles (except under 
the British preference) still were assessed 5 per cent on duty paid 
value when the rate of duty was 20 per cent. 

The Advisory Board on Tariff and Taxation, to which Robb 
had referred in 192 5, was appointed in April 1926. The constitu- 
tion of the board and its procedure are discussed below. By the 
time for the budget in 1928 it had completed hearings on the ex- 
tensive textile classification and had made recommendations to 
Parliament for its revision. The usual alignment of opposing 
interests before the board reflected the interdependence of the 
different parts of the economy as processors and raw material 

^Drawbacks were established of 25 per cent of duty paid on materials used in 
the manufacture of motor vehicles providing 50 per cent of the cost of the finished 
car was incurred in Canada. 

“^If the car retailed at more than $1200, 5 per cent was charged on the first 
$1200 and 10 per cent on all value in excess of $1200 (6 per cent was charged in 

1923)- 

^ Automobiles coming from countries entitled to the intermediate or British pref- 
erence were also free from domestic excise. 
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producers pleaded for higher duties against the opposition of 
intermediate industrial consumers and representatives of the ex- 
port industries, as well as the ultimate consumers. 

In response to recommendations of the board the maximum 
duty on cotton goods was reduced from 37J4 per cent to 30 per 
cent in the general schedule. The Fielding tariff of 1922 had 
established duties on cotton clothing and household goods of 30 
to 35 per cent under the general and 30 and 22>4 per cent under 
the intermediate and preference schedules. These rates were now 
reduced 5 and 7 j 4 per cent. Woolen yarn, imported by the 
weaver for further manufacture, now could enter free under the 
British preference. Other textile items were adjusted downward 
and the margin of preference accorded Great Britain was broad- 
ened (18-19 Geo. V, c. 17). Schedule B, which provided draw- 
backs of duty paid on materials used to produce goods for domes- 
tic consumption, was broadened. Yarns and other raw materials 
used in textile production, certain grades of paper, aircraft engine 
parts, bituminous coal for certain industrial purposes, and metal 
tubing for transmitting natural gas were included. The portion 
of duty returnable as drawback ranged from 99 to 50 per cent, 
the lower rates of drawback applying for the most part to textile 
materials. 

In 1929 mining machinery was placed on the free list (19-20 
Geo. V, c. 39). This was the final step in a series of adjustments 
that reflected the trading policy of the Liberal party in the post- 
war period. In spite of pressure from the Progressive forces in 
Parliament, and dependence upon agrarian support, the Liberals 
had not abandoned many of the protectionist devices that had 
characterized the Laurier regime. Their changes were chiefly in 
the duties on the capital equipment of exporters, and, apart from 
automobiles and textiles, the duties on consumer goods were not 
much affected. Drawbacks and subsidies were used in place of, or 
as a quid pro quo for, reductions in duties whenever feasible. 
Other Liberal innovations of the Laurier period, the intermediate 
tariff and the British preference, were utilized as bases for a large 
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number of commercial treaties with foreign countries and the 
negotiation of treaties with the West Indies and Australia within 
the Empire. 

In 1920, when a new agreement between Canada and the West 
Indies was negotiated, Canada allowed specified imports from the 
Indies a remission of 50 per cent of the general rates (11-12 Geo. 
V, c. 13). In 1926 (effective 1927) that treaty was again revised 
(16-17 Geo. V, c. 16), and its provisions were broadened. Can- 
ada agreed not to impose duties in excess of 50 per cent of the 
general rates on non-specified products of the Indies with the ex- 
ception of tobacco and liquor.^® Specific preferences were given 
on sugar, bananas, lime juice, rum, coffee, and other tropical 
products. Canada received concessions on flour, fish, cement, 
boots and shoes, apples, and dairy products.-’’’ 

Of the foreign treaties, those with France were, until the 
Canadian- American agreement of 1935, of principal importance 
to Canada. After the war France decided to renegotiate all com- 
mercial treaties, including that of 1910 with Canada. In 1919 the 
latter was extended in modified form until 1923, but in 1922 a new 
treaty was negotiated. Under the terms of this agreement (13- 
14 Geo. V, c. 14), ratified by both signatories in 1923, intermedi- 
ate rates were extended by Canada to all exports of France not 
enjoying special benefits or not entering the country at fixed rates 
of duty. Imports from France not subject to intermediate rates 
were divided into three categories in the convention. Under 
Schedule D an extensive list of meat, vegetable, textile, and mis- 
cellaneous products was admitted at fixed intermediate rates. 
Under Schedule E were grouped commodities subject to intermedi- 
ate rates less 10 per cent. This list was a very extensive one, made 
up mainly of manufactured goods. Under Schedule F were in- 
cluded textile fabrics and clothing of various sorts dutiable at 


® Some of the islands, such as the Bahamas, received reductions up to 75 per 
cent of the general rates. 

^Canada also agreed to inaugurate a fortnightly steamship service between the 
Maritime provinces and the West Indies, to be financed by the Canadian govern- 
ment assisted by West Indies capital. 
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intermediate rates less 15 per cent. These concessions were ex- 
tended to the United Kingdom and the British colonies and to 
other most-favoured-nations. 

France gave Canadian products minimum tariff privileges on 
the French market on all commodities named in Schedule A of 
the convention, consisting chiefly of manufactured products. 
Under Schedule B were enumerated an extensive list of commodi- 
ties which could enter French ports from Canada at specified 
reductions from the general or maximum tariff rates. The reduc- 
tion was a percentage of the difference between the maximum and 
minimum schedules. The most substantial reductions were given 
on livestock and meat and poultry products, while lesser reduc- 
tions were extended to more fully manufactured products. Reduc- 
tions ranged in amount from 85 to 25 per cent of the difference 
between the maximum and the minimum schedules. Schedule C 
of the convention enumerated a list of Canadian products subject 
to the lowest tariffs levied by the French possessions of St. Pierre 
and Miquelon. All other Canadian products were subject to gen- 
eral tariff rates on entry into French ports. With certain excep- 
tions, in the case of colonies or neighbouring states, the con- 
vention precluded France from granting other countries more 
favourable treatment than she accorded Canada under this treaty. 
The United States was especially designated in this regard. 
French colonies and possessions, or any British possession not 
enjoying British preferential rates, were also entitled to the privi- 
leges of the treaty. 

The French treaty, ratified on June 13, 1923, was a most- 
favoured-nation treaty and was the chief link in Canada’s com- 
mercial relations wi.th foreign powers during the subsequent 
decade. All countries which entered into most-favoured-nation 
treaties with Canada were entitled to tariff and trade concessions 
at least as liberal as those granted to France. Through convey- 
ance of goods between the ports of the two countries or shipments 
via a British country or a most-favoured-nation was a requisite 
for goods enjoying the treaty rates. France and Canada guaran- 
teed to each other most-favoured-nation treatment as regards the 
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duties of exportations, re-exportation, transit, warehousing, the 
trans-shipment of goods, and the fulfillment of customs formali- 
ties. Canada promised, under the terms of this treaty, to maintain 
a fixed percentage difference between the intermediate and general 
tariff rates, thus sacrificing a measure of her tariff autonomy. 

In 1923 Canada was granted most-favoured-nation treatment 
by Italy, which country was placed on a common basis with the 
French Republic by Canada (13-14 Geo. V, c. 17). In 1924 
Belgium was given the advantages accorded to France, and Cana- 
dian wheat was excepted from a high tariff on the cereal imposed 
by Belgium in that year (14-15 Geo. V, c. 9). Finland (15-16 
Geo. V, c. ii) and the Netherlands (15-16 Geo. V, c. 19) were 
also brought into most-favoured-nation agreements in 1925. In 
1928 a treaty was negotiated with Czechoslovakia under the terms 
of which Canadian wheat was granted concessions on the Czecho- 
slovakian market (18-19 Geo. V, c. 18). That same year Spain 
was given most-favoured-nation treatment by Canada in return 
for reciprocal concessions to Canadian produce on the Spanish 
market (18-19 Geo. V, c. 49). In 1928, also, Yugoslavia, Hun- 
gary, Roumania, Lithuania, Latvia, Estonia, and Portugal were 
given most-favoured-nation treatment by Canada in return for 
similar treatment of Canadian products in these small European 
states (18-19 Geo. V, c. 52). In each case, most-favoured-nation 
treatment meant the intermediate tariff plus any additional con- 
cessions granted under the Franco-Canadian Convention of 1922. 

Although Canada’s most important foreign commercial treaties 
have been negotiated with European powers, her economic rela- 
tions with Latin America and the Orient have led to closer ties 
with those regions. In 1927 Cuba was granted intermediate rates 
by Canada in return for the Cuban general tariff schedule.^® 

The period 1912 to 1930 began with a more substantial meas- 
ure of bi-partisan agreement on the tariff than the country had 
theretofore seen. This unanimity was broken by opposition to the 
incidental protection and taxation on the necessities of life con- 


P.C. 2227 (November 22, 1927). 
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tained in the war duties of 5 and 7 J 4 per cent. The strength of 
western opinion in 1918 and 1919? the subsequent winning 
of the balance of power by the Progressives, gave impetus to the 
enactment of tariff reductions by the Liberal administration from 
1922 to 1925, contrary as they were to world — and especially 
United States — tariff trends of the times. The war gave strength 
to economic imperialism throughout the Empire, though the po- 
litical power of the Labour Party in Britain delayed the introduc- 
tion of important bilateral preferences until the stage was prop- 
erly set for them by the great depression and the collapse of world 
trade in 1930. Meanwhile, relatively unimportant additions were 
made to Canada’s list of commercial treaties with foreign and 
Empire countries other than the United Kingdom. Since no under- 
standings were reached or seriously suggested with the United 
States, Canada was prepared to make reprisals when that country 
declared war on imports by the Hawley-Smoot tariff of 1930. The 
most important administrative development of the period was the 
establishment of the Advisory Board on Tariff and Taxation. The 
imprint of scientific inquiry and approval that such boards are 
expected to give to protective tariffs was much desired by the 
Liberal administration. The recommendations that the board was 
able to make to the minister of finance on the relatively few items 
that came under its scrutiny made for more consistent classifica- 
tion of items and a better balanced set of rates. 



CHAPTER XII 


COMMERCIAL POLICY IN DEPRESSION 
AND RECOVERY 

From the onset of economic breakdown in 1930, the object of 
economic policy in Canada was recovery, and tariff revision was 
speedily brought into play for that herculean task. As the tradi- 
tional instrument by which the government could regulate some 
of the operations of the economy, it was natural that the use of the 
tariff should be extended and broadened when collapse occurred, 
for the tariff instrument bore no stigma of radicalism or heresy. 
It could be accepted, in fact hailed, by a conservative public 
which would have had no use for “monetary tinkering” and even 
less for “pump-priming” or governmental regulation of business. 

Canadian tariff policy was high lighted by three important 
events in the decade between the financial panic of 1929 and the 
outbreak of war in 1939. These were the changes in rates and 
administrative powers adopted by the Conservative party under 
R. B. Bennett’s leadership in September 1930, the Ottawa Confer- 
ence of 1932, and the rapprochement with the United States em- 
bodied in the Canadian- American trade agreement of 1935. Each 
of these events heralded a new emphasis in policy. The economic 
nationalism stressed by the Conservative leadership before and 
after gaining office in 1930 shaded into the economic imperialism 
of the Ottawa Conference, without losing any of its vigorous oppo- 
sition to freer trade with the United States. The Liberals, in turn, 
on regaining power in 1935, managed to revise Canadian- 
American economic relations without much affront to the prac- 
tices, if not the principles, of the Ottawa agreements. 

If one looked for turning points in economic policy, the Dun- 
ning tariff of May 1930 would command equal attention with the 
events mentioned above. In the budget of Charles Dunning, 



DEPRESSION AND RECOVERY 273 

accepted by Parliament early in 1930, the Liberals adopted a re- 
taliatory policy toward the United States, implemented in part 
by countervailing duties and in part by a broad extension of pref- 
erences to Britain, the Empire, and most-favoured-nations. The 
series of reductions in the general list of the previous eight years 
were definitely terminated. The economic importance of the 
Dunning budget proposals of 1930 was small, as the government 
left office soon after they were enacted into law (20-21 Geo. V, 
c. 13), and the incoming government carried trade restrictions 
much beyond those of the Liberal administration. As an impor- 
tant turning point in commercial policy, however, it commands 
our attention. 

As the country began to feel the pinch of depression in 1930, 
the administration’s critics demanded an effective reply to the 
ungenerous tariff policy of the United States exemplified by the 
Hawley-Smoot bill. The agricultural protectionism embodied in 
that, and earlier American tariffs, was keenly resented, and Cana- 
dian agriculture as well as industry demanded retaliation in kind. 
It was apparent that the Liberal government had little chance of 
survival in the approaching election unless these demands could 
be satisfied. Its answer was the adoption of the so-called counter- 
vailing principle. The Liberals proposed that certain Canadian 
duties be raised to the level imposed by certain foreign countries 
on Canadian exports. Meat, poultry, and other agricultural prod- 
ucts and manufactures thereof, against which the American tariff 
had been raised in 1922 and 1930, were specifically mentioned. 
The minister of finance also proposed a thorough revision of the 
iron and steel schedule, following the recommendations of the Ad- 
visory Board on Tariff and Taxation, and a widening of the Brit- 
ish preference over a large portion of the tariff. Under the general 
listing, rates were increased on 54 items and decreased on 46; 
under the intermediate schedule there were 35 increases and 98 
decreases; while only ii increases occurred under the British 
preference as compared with 270 decreases. The discriminatory 
rather than the protective features of the tariff, therefore, were 
strengthened by this revision. After the enactment into law of the 
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proposals of this budget, 589 out of a total of 1188 items in 
Schedule A of the tariff entered free under British preference. 

As a remedial, or even retaliatory, measure the Dunning pro- 
posals did not promise to be overly effective. In many cases the 
United States had little to fear from British competition, even 
when Empire goods enjoyed free entry. Furthermore, counter- 
vailing duties, while appreciated by the small group of vegetable 
and fruit growers who found American competition destructive, 
could offer little to basic agriculture and nothing to industry 
demanding a high tariff as a buffer against depression. 

The Liberal budget raised the duty on ingots, billets, slabs, and 
blooms from S2.50 to $3.00, and even to $4.50 per ton on certain 
items.^ At the same time some 70 iron and steel items, including 
heavier forms, were placed on the free list under the British pref- 
erence. Although both the primary and secondary branches of the 
steel industry were well treated by the Dunning proposals, these 
were no reply to the exclusionist demands of the time. According 
to its advocates the underlying motive of Liberal policy, even in 
the Dunning budget, had been to encourage export trade: “This 
budget is frankly framed to enable us to buy more freely from 
those countries that buy from us ... in the confident belief that 
by this means* we shall help to develop and stabilize export mar- 
kets for our surplus products.” ® The countervailing duties were 
retaliatory, not protective in purpose and operation, and, as 
Bennett pointed out in the budget debate, rates “made in the 
United States” could not be a basis for effective protection to 
Canadian industry.® 

Political debate in the campaign of 1930 did not differ mate- 
rially from that of the National Policy election of sixty years 
before. Opposition to the United States and its tariff policies, de- 
sire for preferences in the British market, and economic depres- 
sion were again foremost issues. As J. F. Foster, president of 

bounty of 49J4 cents was given on coal for coke used in the iron and steel 
industry (20-21 Geo. V, c. 6). 

“Budget Speech, Debates, 1930, p. 1631. 

^Debates, 1930, p, 1832. 
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tlie Montreal Trades and Labour Council summarized represen- 
tative labour opinion: 

We are fully aware of, and widely awake to, the fact that we depend 
for our existence upon the development and expansion of the Canadian 
industrial establishment. ... We believe that it is the duty of the 
Government to so manage our fiscal policy that the Canadian workman 
will not be compelled through idleness in industry to migrate to foreign 
lands to find emplo3mient and earn his liv ing * 

Stephen Leacock, anti-reciprocity speaker of 1911, gave his 
approval to a “friendly” jolt aimed at the United States;^ and 
C. H. Cahan, Quebec Conservative, was “prepared to give a prefer- 
ence to the British Empire over the producers to the south.” “ 
The same theme was developed at length across Canada and, 
aided by deepening depression, did much to bring the Conserva- 
tive party to power in July 1930. 

The Conservative government came to office pledged to test 
completely the effectiveness of the protective tariff as an offensive 
weapon to fight the deepest depression in the nation’s history. 
R. B. Bennett, the new prime minister, stated that imports 
should consist only of goods that could not be produced in Can- 
ada and that maximum emplo}Tnent would be obtained by a care- 
ful revision of the duties. The alterations calculated to accom- 
plish this objective were contained in the budget proposals of the 
emergency session of Parliament in September 1930 and the reg- 
ular session in Jime 1931 (21 Geo. V, c. 3 and 21-22 Geo. V, c. 30). 

Changes in rates were confined largely to the general and inter- 
mediate schedules, though the British preference did not go un- 
scathed. The duty revisions aimed at preventing “dumping” 
from the glutted markets of the United States were most effec- 
tively supplemented by new administrative controls over the effec- 
tive rate of duty, discussed in the next chapter. Suffice to say 

^ Information Service, Canadian Reconstruction Association, No. 86, December 7, 
1930. 

^Montreal Daily Star, Nov. 5, 1929, p. 4. 

^Montreal Gazette, May 23, 1930, p. 14. 
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here that administrative devices alone raised the actual tariff 
level as much as 10 per cent. The tariff increases of September 
1930 and June 1931 established several new specific duties on 
goods which the previous administration had placed on the free 
list/ for example, the 40-cent duty on anthracite and the $1.00 
duty on coke under the intermediate and generals schedules. Sub- 
stantial specific duties were combined with the prevailing or aug- 
mented ad valorem duties to re-establish compound duties as an 
important part of the tariff. Textiles were the principal benefi- 
ciaries of this kind of revision. 

The administration could contend that the absolute amount of 
duty under the ad valorem tariffs had declined with the fall in 
prices during the depression. Opponents of their policies, with 
greater weight, argued that the new specific duties meant a stead- 
ily rising burden for the consumer and export industries during 
the years of deflation ahead. As Table 18 shows, Canada used 
the ad valorem t3T)e to a greater extent than other countries even 
after the revision of September 1930. 


TABLE 18 

Types or Duties Empioyed by Various Countries” 


Country 

Year Ending 

Percentage of Imports Subject 

to* 

Ad Valorem 

Specific Compound 

Free List 

Canada 

, . March 31/31 

445 

188 

367 

United States. . , 

. . Sept. 30/31 

17.6 

11.4 2 5 

685 

United Kingdom . . 

. . March 1/32 

44.1 

26.1 

29 8 

Australia 

. June 30/31 

34-4 

26.9 

38 7 

New Zealand .... 

Dec. 30/31 

37-5 

194 

43 1 


^U.S. Tariff Commission, 2d Series, Report No 70, p. 7 


A comparison of the rates prevailing after the June 1931 in- 
creases, with the tariff after the revisions of 1924 may be interest- 
ing. Such a comparison on a selected list of commodities is pro- 
vided in Table 22. Some of these changes, notably on agricultural 
commodities, were partly effected by the Liberals in 1930, but the 


’^21-22 Geo. V, c. 30. 
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textile duties which the Bennett government found on entering 
office in 1930 were even lower than the 1924 levels. The increases 
on bituminous coal, agricultural machinery, boots and shoes, tin- 
plate, mining machinery, and the entire textile and iron and steel 
schedules indicate the sweeping nature of the revision. Some 
essential materials such -as aluminum and gutta-percha remained 
on the free list, as did machinery not made in Canada. But the 
principle of limited or selective protection was definitely aban- 
doned. Agriculture, extractive industries, and manufacturing 
were all treated to liberal portions of the same dose. Even the 
revered British preference rates were raised, for example a 5 per 
cent plus 3 cents per pound increase on grey and bleached cotton 
goods and a 25 cent per pound rise in the general woolen goods 
category. In some but not all of the instances where the British 
duties were raised, the general and intermediate rates went up 
still more. In addition to the increases of the orthodox type, a 
special excise tax on imports was introduced (21-22 Geo. V, c. 
54).® The upper limit of the dumping duties, formerly 15 per 
cent ad valorem, was raised in September of 1930 to 50 per cent. 

In Parliament and out the new tariff was vigourously attacked 
by Labour, Progressive, and Liberal opposition. The government 
was accused of emulating the practices of Sir John A. Macdonald’s 
day by asking the manufacturers to press their own tariff needs 
at as high a level as they desired. The new powers of the minister 
of revenue enabled him to fix the value for duty of all commodi- 
ties, not merely natural products. This would take the control of 
the tariff out of Parliament and vest it in the hands of the admin- 
istration. “Pulling oneself up by his bootstraps” was the Liberal 
opposition’s caricature of the government’s economic philosophy.® 
Manufacturers, on the other hand, particularly leaders of the 

®From June 2, 1931, to April 6, 1932, one per cent was levied upon the duty 
paid value of imported goods, regardless of country of origin. On April 7, 1932 this 
special excise was raised to 3 per cent. After April 18, 1934 it was reduced to 
per cent on goods from British countries entitled to the preference or to special 
treatment under trade agreements. After March 23, 1935 it was entirely removed 
from imports from British countries. 

^Debates, 1930, Special Session, pp. 316 and 395* Ibid,, i93i> HI, 205-206. 
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textile, tin-plate, shoe, and metal industries, hailed the revision.^® 

Although emphatic in its espousal of imperial economic unity, 
the Conservative party had traditionally regarded the British 
preference as a one-sided bargain. From the protectionist point 
of view, gains from tariff concessions were to be measured in re- 
ciprocal concessions to Canadian exports which the preference up 
to 1930 had not produced to any important extent. Before the 
tariff adjustments of September 1930 Bennett went to the 
imperial conference in London, intent on gaining a preferred posi- 
tion for Canada in the British market and prepared to use con- 
tinuance and broadening of tlie British preference as a bargaining 
weapon. He proposed to the conference that Britain place herself 
in a position to pay for advantages on Empire markets by impos- 
ing a duty of 10 per cent on foreign imports not otherwise dutiable 
at higher rates. Canada for her part would add 10 per cent of 
existing rates to her own tariff as it applied to foreign countries. 
This request for British action was rejected by the Labour gov- 
ernment which then represented leading free traders of Britain. 

As the depression deepened in Britain the nationalistic and 
imperialistic points of view gained ground, spurred on by the hos- 
tile economic policy of the United States and Europe. The eco- 
nomic conference of 1927 and the preliminary conference for 
concerted action in 1930 had yielded no concrete results. The 
pressure on the over-valued pound increased. Influential opinion 
thought that in protection might be found a defense for sterling 
and a means of avoiding devaluation.^^ The national government 
which came into power in August 1931 was dominated by the 
intellectual heirs of Joseph Chamberlain. Stanley Baldwin’s call 
for protection in the election of October 1931 became the issue of 
the campaign. The national government’s overwhelming victory 
in this election assured the end of British free trade. 

By the Abnormal Importations Act of November 24, 1931 (22 

^Trotection Benefits Canada,” Protectionist, XLII (1930), 396-401 and “Can- 
ada’s Emergency Tariff,” ibid., XLII (1930), 271-275. 

P. MacMillan (Chairman), Report of the Committee on Finance and 
Industry (London: His Majesty’s Stationery Office, 1931). 
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Geo. V, c. I, Imp.), Britain completed a policy of protection which 
started with the Safeguarding of Key Industries Act of 1921.^" 
The former gave the government power to levy duties on manu- 
factured goods in case importers tried to forestall, by abnormal 
importations, the increases expected early in 1932. The act was 
also expected to ease the precarious position of the declining 
pound sterling. For these purposes, duties up to 100 per cent on 
manufactured goods produced outside the Empire could be ap- 
plied by the board of trade with the sanction of the House of 
Commons (50 per cent was the highest duty actually levied). 
The Horticultural Products Act (22 Geo. V, c. 3, Imp.) served a 
similar purpose with respect to fruits and vegetables. 

On February 29, 1932, the permanent tariff contained in the 
Import Duties Act (22 Geo. V, c. 8, Imp.) became law. It pro- 
vided a tariff of 10 per cent on British imports with the exception 
of wheat, meat, and essential raw materials. Pending the Ottawa 
Conference, imports from the Empire were' exempt from this duty. 
Retaliatory duties up to 100 per cent could be levied against non- 
Empire countries discriminating against British exports. These 
acts reduced the free list from 83 per cent of total imports in 1930 
to about 30 per cent in 1932.^® Of Canada’s exports to Britain 
which were on the British free list, 54.3 per cent would have been 
subject to duties ranging from 10 to 33.3 per cent, following 
March 1932, had they come from a foreign country. 

When the Empire countries met at Ottawa in the summer of 
1932, for perhaps the most crucial peacetime imperial conference 
to date, the principal trade agreements negotiated were between 
the United Kingdom and the Dominions. A year before, on Au- 
gust 3, 1931, a new Canadian-Australian agreement, supplanting 
that of 1925, had been ratified (21-22 Geo. V, c. 16). A new 
agreement between Canada and New Zealand was also nego- 
tiated on May 23, 1932 (22-23 Geo. V, c. 34). Australia and 

Geo. V, c. 47, Imp. 

^ Percy W. Bidwell, Our Trade with Britain (New York: Council on Foreign 
Relations, 1938), p, 66. 

Economist, vol. 115, October 22, 1932, Ottawa Supplement, p. 2. 
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New Zealand had been given special concessions on meats, poul- 
try, dairy products, and fruits. The two dominions received from 
Canada rates on meats i cent per pound below British preference 
levels and 3 cents below British preference rates on butter, or 9 
cents below the general tariff levels. Apples, passion fruit, fruit 
pulp and, during the spring and winter months, pears were ad- 
mitted free from New Zealand. Other fruits, sugar for refining 
purposes, peanuts, wines, and brandy received rates below the 
British preference. Binder twine, combed wool, hides, and skins 
received favoured treatment in the case of New Zealand. Aus- 
tralia gave Canadian timber products, certain special rubber 
products, and automobile chassis the Australian intermediate 
tariff. However, wheat and wheat flour, most automobile parts, 
rubber tires, pianos, and wrapping paper were subject to the gen- 
eral tariff. New Zealand specified that certain timber products, 
automobiles, farm machinery, building materials, fish, and fruits 
were entitled to special rates. 

Products not specifically enumerated in these inter-Dominion 
agreements were subject to British preference rates. An interest- 
ing feature of the Canadian-Australian pact was a promise by 
Canada to impose a tariff of 25 per cent on non-Australian rice 
as soon as Australia was able to supply the Canadian market, the 
Australian product to continue to enjoy free entry. A similar pro- 
vision related to peanuts in which a duty of 4 cents was provided 
to apply to all countries except Australia when Australian sup- 
plies could meet Canadian needs. The signatories agreed to main- 
tain the margins of preference indicated in the schedules of the 
agreement whether the agreement specified intermediate tariff, 
British preference, or still lower rates for the goods of the other 
country. Canada exempted Australian goods from the dumping 
duty clause of her tariff, and Australia reciprocated by exempting 
Canadian goods from the provisions of her somewhat similar 
Industries Preservation Act of 1921. A similar arrangement was 
made with New Zealand. Each country could protest if domestic 
industry was being endangered by imports from the other. If a 
satisfactory settlement of such difficulties was not accomplished, 
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the goods in question lost all preferences in the markets of the 
complainant, or, in the case of New Zealand, dumping duties 
could be applied. 

It will be noted that the British preference rates formed the 
basis of these bilateral treaties, but that on major items of trade 
rates lower than preference duties on non-competitive goods and 
higher on competitive goods were used.” Out of 438 items in the 
Australian tariff the agreement gave Canada the British prefer- 
ence on 420, special rates on six, and the general tariff on twelve. 
New Zealand granted her preferential tariff to Canada except on 
tinned pears, silk and artificial silk hosiery, plaster-pulp sheets, 
some farm machinery, electric stoves, and motor cars of less than 
75 per cent Canadian content. On these items, how'ever, she gave 
Canada rates lower than her general tariff. A surtax of 2 2 ^ per 
cent of the existing duty was temporarily levied on all imports 
from Canada, as well as other countries except the United King- 
dom, Australia, and a few other British countries. 

The first trade agreement between Canada and the Union of 
South Africa was signed at Ottawa on August 20, 1932 (23-24 
Geo. V, c. 3). Canada gave South Africa free entry, specified 
rates, or British preferential rates on a total of 46 commodities. 
There was a guarantee on specified goods of lowest rates (exclud- 
ing concessions to the British West Indies) and the maintenance 
of margins of existing preference against foreign goods. Canada 
was guaranteed former margins of preference on a group of im- 
portant exports, such as wheat, wheat flour, newsprint, tires and 
tubes, and binder twine. New preferences were obtained on 
apples, elevating machinery, electric vacuum cleaners, electric 
batteries, and a number of minor products. Canada was also 
guaranteed any preference that might be created by South Africa 
on tinned vegetables, agricultural implements, cream separators, 
boots and shoes, toilet preparations, motor vehicles, cash registers, 

“At Ottawa in 1932 Australia guaranteed that when the British preference rate 
was 19 per cent or less, the margin of preference would be at least 15 per cent ad 
valorem. For British preference rates between 19 and 29 per cent, the margin was 
to be 17J4 per cent, and if the British preference exceeded 29 per cent the margm 
was to be 20 per cent. 
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non-skid chains, and certain wood and paper products. South 
African preferences on wheat and flour were small, however, and 
her maximum tariff on newsprint, wood products, mechanics'" 
tools, and other small items was so low that little margin of prefer- 
ence was possible. Some evaluation of these inter-Dominion trade 
agreements will be made after a summary of the Canadian- 
United Kingdom trade agreement. An agreement, following the 
Australian model, was signed with Southern Rhodesia at the con- 
clusion of the Ottawa conference (23-24 Geo. V, c. 5). Southern 
Rhodesia granted Canada much the same concessions as did South 
Africa. Canada gave Southern Rhodesia free entry on a number 
of tropical fruits and nuts. Otherwise each country gave the 
other the British preferential tariffs of their respective tariff lists. 

At the Ottawa conference the United Kingdom did not follow 
the Dominion’s practice of bilateral agreements. While Canada 
made tariff concessions to Britain which were not open to other 
Dominions, British concessions applied to all Dominions alike 
(23-24 Geo. V, c. 2). Five types of concessions were extended 
by the mother country: (i) The margin of preference temporarily 
granted the Empire under the Import Duties Act was preserved 
and guaranteed for five years. (2) All categories of Empire 
produce coming in free tmder the Import Duties Act continued on 
the free list during the tenure of the agreement although the 
United Kingdom was not obliged to maintain the margin of pref- 
erence by continuing existing rates against foreign goods. (3) 
Certain raw materials (see Table 19) were taxed when of foreign 
origin but remained free from the Empire. (4) Britain replaced 
ad valorem with specific duties on certain goods to preserve the 
actual margin of preference (in monetary terms) in favour of the 
Empire countries. (5) Imports of meat were later to be subject 
to a quota system, the effect being to increase the proportion, of 
United Kingdom supplies purchased from the Dominions. 

The duration of this system was to be five years after which 
time the British government reserved the right to re-consider the 
interests of the United Kingdom producer and to review the basis 
of preference and either (a) to impose a preferential duty on all 
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TABLE 19 


British Preferences on Eaipire Exports After Ottawa 


Article 

Wheat in grain 

Butter 

Cheese 

Apples, raw (excluding cider apples) 

Pears, raw 

Apples, canned 


Margin of Preference 

2s quarter 
iSS per cwt. 

^5% ad valorem 
4^ 6 d per cwt. 

45 6d per cwt. 

SS 6d cwt. plus difference in 
duty due to sugar content 


Eggs in shell 

Not over 14 lb. per great hundred 

14-17 lb. per great hundred 

over 17 lb. per great hundred 

Condensed milk, whole sweetened 

Condensed milk, whole not sweetened 

Milk powder and other preserved milk not con- 
densed, not sweetened 

Honey 

Copper, unwrought, ingots, bars, blocks, slabs, 

cakes, rods 

Timber imported into U.K. from Canada, substan- 
tial quantities insofar as dutiable 

Fish, fresh sea, excluding fish livers 

Chilled or frozen salmon 

Salmon, canned 

Other fish, canned 

Asbestos 

Zinc 

Lead 


IS per great 100 
IS 6d per great 100 
IS gd per great 100 
SS per cwt. plus difference in 
duty due to sugar 
6s per cwt. 

6s per cwt. 

7^ per cwt. 

2d per pound 

xo% ad valorem 
10% ad valorem 
i}id per pound 
10% ad valorem 
10% ad valorem 
10% ad valorem 
10% ad valorem 
10% ad valorem 


Patent leather not part of another article, goods 
composed w^hoUy of patent leather 


15% ad valorem 


Dominion produce, raising the foreign duty so as to preserve the 
ey i ptin g m argin of preference, or (b) to bring such produce within 
any system that might be adopted for regulating external sources 
of supply in the British market.^'® In the case of the 2^. per quar- 

“ The United Kingdom entered into agreements with several northern European 
states, agreeing not to tax their products unless domestic marketing arrangements 
should make it necessary. Such measures became “necessary’' in 1933, and Mr. 
Elliott, the minister of agriculture, realistically decided to adopt the quota system 
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ter duty on foreign wheat, and also in the case of the moderate 
duty imposed upon copper, the British government could remove 
the duty upon foreign imports “if at any time Empire producers 
are unable or unwilling to offer these commodities on first sale in 
the United Kingdom at prices not exceeding the world prices, and 
in quantities sufficient to supply the requirements of the United 
Kingdom consumers.” In the case of meat imports the policy of 
the British government was (i) to secure the development of 
home production and (2) to give the Dominions an expanding 
share of British imports. Meats from the Dominions, notably 
Australia and New Zealand, could enter the British market shar- 
ing the quota in accordance with the amount shipped during the 
year prior to the adoption of the quota. This provided for a fairly 
liberal arrangement. 

The schedules in the Canadian tariff affected by the Ottawa 
agreement with the United Kingdom related to 2 1 5 items, or about 
one-seventh of the total in the Canadian list. In 132 cases duties 
on British goods were reduced, and in 83 cases increased margins 
of preference were secured by raising foreign tariff rates. In 79 
cases goods from the United Kingdom were placed upon the free 
list. Based upon the 1931 trade figures $125,000,000 of Canadian 
trade was affected by the altered schedules, $54,500,000 of which 
was British. The most significant feature of these agreements was 
the extent to which the margin of preference was actually altered. 
It is difficult to determine this margin definitely because of the 
fact that in many cases the duties applied to particular goods were 
both specific and ad valorem. 

Table 20 shows the extent to which the margin of preference 
between general and preference rates was increased, and the vol- 
ume of British and American trade affected by these changes. 
The United States had enjoyed about two and one-half times as 

on meat and dairy products as the best way of raising prices in the United King- 
dom. Denmark, the principal source of supply of these products, was given a quota 
of 62 per cent of non-Empire imports of ham and bacon, 2,300,000 cwt. of butter, 
and 5,500,000 million great hundreds of eggs. Similar agreements, durable till 1936, 
were negotiated with a number of additional European countries. See Great Britain, 
Parliamentary Papers, 1932-33, XXVII (Cmd. 4298 and 4424), 205 and 235. 
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much trade in the affected lines in 1931 as the United Kingdom. 
It is noteworthy that the increases were most substantial in lines 
where the position of the United States had been most dominant. 


TABLE 20 

Increased Preferential Margins Granted by Canada 
AT THE Ottawa Conference^ ^ 


Increased Margm 
of Preference 

Amount of U K. Trade 
Affected (1931 Basis) 

{In Millions) 

Amount of U. S. Trade 
Affected (1931 Basis) 

{In Mtlhons) 

5% or less 

$s-s 

S 7-2 

S-io% 

2.8 

I 3 -S 

10-15% 

4.1 

3-6 

13-20,% 

13 

94 

Over 20% 

0.6 

2.5 

Total , . 

S14 3 

$36.2 


^Economist, vol 115, October 22, ig32, Ottawa Supplement, p ii. 

(Trade figures on classifications unaffected by Ottawa agreements are omitted.) 


A number of commitments were entered into at Ottawa by 
Canada as well as other Dominions to govern their future tariff 
policies. Three stipulations in the agreements are worthy of men- 
tion. ( I ) The Dominion agreed to give protection only to indus- 
tries which were reasonably assured of sound opportunities of 
success. (2) She agreed to keep protective duties down to a level 
that would give United Kingdom producers full opportunity for 
reasonable competition on the basis of the relative costs of eco- 
nomical and efficient production. Special consideration could be 
accorded in the case of industries not fully established. (3) Exist- 
ing duties were to be subject to revision by the Tariff Board in 
accordance with the principle laid down in (2). She also agreed 
to remove surcharges or exchange dumping duties on British 
goods. 

These stipulations left the door open for the advancement of 
practically all important arguments for higher duties. Their in- 
terpretation imposed a heavy task upon the tariff boards respon- 
sible for defining economical and efffcient production in practical 
life. The so-called “comparative cost” or compensatory duty 
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principle was left in play. If world price were to be the basis for 
determining what constituted economical cost of production, the 
principle might have had greater applicability. This idea was 
hardly in the minds of those drafting the treaties, however, nor 
was it evident in the subsequent expressions of the tariff boards. 

Since the Canadian administration regarded protection as an 
instrument for national development and recovery, the idea per- 
vading the Anglo-Canadian negotiations was to make concessions 
to tlie manufacturing interests of the United Kingdom at the ex- 
pense of foreign rather than Canadian manufacturers. Canadian 
duties upon those goods which Canada genuinely desired to pro- 
tect remained, for the most part, at prohibitive levels, even 
though the British producer was accorded a margin of preference 
equivalent to lo to 20 per cent of the duty to which foreign goods 
were subjected. 

The framework of Canada’s commercial relations with foreign 
countries was modified by the concessions granted to Empire 
countries at Ottawa. To dear the situation at the imperial con- 
ference, the French Convention of 1923, which had provided for 
certain rates below the level of the intermediate tariff to France 
and consequently to other most-favoured-nations, was abrogated 
by the Bennett government in June of 1932 , the abrogation to take 
effect the following year.^’’ In June 1933 a new French conven- 
tion (23-24 Geo. V, c. 31 and P.C. 1103) was negotiated. This 
provided for admission into France of a substantial group of natu- 
ral and manufactured products either at the French minimum 
tariff rates or at the French general tariff rates less a discount of 
between 40 and 75 per cent. The discount on the more important 

Canada had given certain foreign countries, such as Italy, fuU most-favoured- 
nation treatment, including rates lower than the intermediate tariff on articles 
stipulated in the French Convention of 1923. To others, for example, Brazil, the 
intermediate tariff only was given (P.C. 3071, December 10, 1931), and they were 
not, until the abrogation of the French Convention, fuU most-favoured-nation 
countries. The French Convention of 1933 did not even restore to France the full 
intermediate tariff and was, therefore, not a fuU most-favoured-nation agreement. 
The Polish and American agreements of 1935 were, however, full most-favoured- 
nation agreements. Austria was given most-favoured-nation status following the 
Ottawa conference. 
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Canadian exports was about 65 per cent. The principal Canadian 
products entering France under this minimym tariff were meat 
products, dairy products, fish, wheat, apples and other fruits, tim- 
ber products, base metals, a substantial list of iron and steel prod- 
ucts, automobiles, and automobile parts. The items entering 
France under the discount from general tariff rates were less 
numerous and more largely manufactured and fully processed 
goods. Canada, on her part, conceded to France her intermediate 
tariff less a discount of 10, 20, and 25 per cent on a large list of 
specialized French products under Schedule C of the agreement, 
and the intermediate rates on eleven groups of items including 
certain animal and fish products, sugar and molasses, tobacco, 
liquors, pulp and paper, chemicals, textiles in certain specialized 
lines, and non-competitive metal products. French goods not 
specifically mentioned in the convention were subject to the gen- 
eral tariff until June 6, 1939, when intermediate rates were to 
apply. Concessions granted to France were extended to French 
possessions and protectorates and of course to countries enjoying 
most-favoured-nation treatment from Canada. It is worthy of 
note that except for commodities mentioned in the schedules of 
the convention, that instrument did not extend complete most- 
favoured-nation treatment to France until the Canadian inter- 
mediate tariff became effective with respect to France in 1939. 
France limited her most-favoured-nation treatment to commodi- 
ties receiving the French minimum tariff. The convention ruled 
out discriminatory trade policies which might be adopted by 
either country to the disadvantage of the other, but it allowed 
exchange dumping duties and other measures of a generalized 
nature which are usually permissible even under most-favoured- 
nation agreements. 

In 193 s a convention, somewhat similar to the French, was 
negotiated with Poland and became effective July 5, 1935 (25- 
26 Geo. V, c. 51). Reciprocal most-favoured-nation treatment 
was given, and certain specified commodities were accorded rates 
lower than the intermediate tariff. Canada gave Poland the inter- 
mediate rates less discounts of 20, 25, and 45 per cent on canned 
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hams, clover seed, and mushrooms respectively; lo per cent for 
certain glassware and house furniture, and similar discounts on 
minor products including manufactures of alabaster, travelling 
equipment, and motion picture films using the Polish or Ukrainian 
languages. Sulphate of ammonia, horse hair, hides, and furs were 
the most important products placed on the Canadian free list by 
the convention. Canadian chemical wood pulp, fish of certain 
types, and painted leathers were subject to reductions ranging up 
to 75 per cent from the Polish customs tariff. Special arrange- 
ments regarding Polish border traffic and trade concessions to 
certain contiguous countries, such as Estonia, Latvia, Lithuania, 
and Finland, were not included in or disturbed by this convention. 
The most-favoured-nation treatment was not applicable to goods 
constituting a state monopoly, but it did extend to standard provi- 
sions of most-favoured-nation treaties relating to salesmen, tour- 
ists, ships, transit dues and internal taxes, ownership of property 
and all commercial relationships. 

The commercial treaties negotiated by Canada immediately 
following Ottawa were somewhat less liberal than those which had 
been based on the French Convention of 1923, and their value was 
of course reduced by the broadening of imperial preferences be- 
fore and during the Ottawa conference. With Canada’s second 
best customer and greatest source of imported goods, the United 
States, little prospect of satisfactory negotiations appeared likely 
after the Ottawa conference, although rumours of a rapproche- 
ment were heard in Canada following the passage of the Recipro- 
cal Trade Agreements Act in 1934.^® On November 14, 1934 the 
Canadian government addressed a note to Washington requesting 
that negotiations be initiated.^® 

“ U. S. Statutes at Large j vol. 48, pt. i, pp. 943-945. Executive authority for 
the negotiation of trade agreements came from the flexible clause in the Fordney- 
McCumber Tariff of 1922 renewed in the Hawley-Smoot Act. The president was 
thereby impowered to reduce or increase any duty by 50 per cent but not to transfer 
articles from the dutiable to the free list. The Trade Agreement Act of 1934 
specifically laid down the general clauses which the agreements should contain. 

“In April 1933 Mr. Bennett and Mr. William Phillips of the Department of 
State had consulted on the question of a trade agreement. Canada wanted lower 
duties on fish, lumber, copper, and wheat. The United States was chiefly inter- 
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The difficulties in arriving at satisfactory trading relations be- 
tween Canada and the United States have been explored through- 
out this book. On top of the agricultural protectionism of the 
Hawley-Smoot bill, the United States Revenue Act of 1932 im- 
posed a $ 3 -oo psr thousand duty on important Canadian lumber 
exports and a 4 cents per pound tax on copper.-* The United 
States protectionists had resented the Ottawa Agreements as an 
infringement of the most-favoured-nation principle. The United 
States Chamber of Commerce report of 1933 on “Most-Favoured- 
Nation Treatment and Bargaining Tariffs” stated that British 
Empire preferences should not be recognized as an admissible 
exception to most-favoured-nation treatment.-^ Since 1923 the 
United States had adhered to the unconditional most-favoured- 
nation clause in commercial arrangements. The rise of prohibi- 
tive tariff barriers supplemented by discriminatory regional agree- 
ments and preferences within colonial empires seemed indeed to 
have nullified much of the usefulness of this clause before it was 
incorporated into the Hull trade agreement program.-" The mis- 
use of the clause was described by Sir Arthur Salter in 1932 : 

More recently the benefit of the unconditional clause has been claimed 
by countries who have very high tariff systems, and the situation has 

ested in a change in Canadian “valuation for duty” methods and in lower duties 
on fresh fruits, fresh vegetables, iron and steel products, electrical apparatus, and 
coal. See W. W. McLaren, “The Canadian-American Trade Agreement,” in Con- 
ference on Canadian- Ameiican A:dairs, Queen’s University, 1937 (Boston and New 
York: Ginn and Co., 1937), pp. 8-9. 

^ TJ, S. Statutes at Large, vol. 47, pt. i, p. 260. 

^In 1933 Canada and France were the only major countries which had not 
agreed by treaty to give the United States most-favoured-nation treatment. 

^ In standing for a generalized interpretation of the most-favoured-nation clause, 
the United States has moved in the face of current trends among treaty -making 
European powers. Most European trade agreements entered into during the 1933- 
34 years of the depression, and they have numbered well over 100 in all, have 
tended to become conditional and discriminatory, with a widespread use of the 
quota device. The idea that bi-party treaties should look to the balancing of trade 
between the two signatories thereof has growm apace, in fact this argument was 
given a place of prominence in the preliminary correspondence between Canada 
and the United States in 1935. The “chief supplier” clause made it possible to use 
bilateral negotiation and unconditional most-favoured-nation principle. 
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1922. Newsprint, lumber, shingles, farm implements, asbestos, 
and maple sugar were the principal of 32 items having the same 
rates as under the Fordney-McCumber Act. Agreement rates 
were higher than the Fordney-McCumber duties on some 14 
items, including hewn lumber, cream, leather, and grass seed. The 
agreement reduced 12 items, having a total trade of 81,637,000 
in 1935, to the Fordney-McCumber levels.-" Concessions made 
by the United States in 193S partly removed the high duties im- 
posed upon natural products by the Hawley-Smoot Tariff. Can- 
ada received concessions on 88 items of which 63 represented 
reductions in existing duties, four the binding of existing duties, 
and 21 the binding of free entry. The items affected constituted 
61 per cent of Canadian exports to the United States in 1929 and 
66 per cent of the same in 1934. A significant innovation in the 
trade relations of the two countries was the system of quotas on 
Canadian natural products coming into the United States under 
reduced rates. After a specified volume of imports was registered 
the United States tariff on the product in question rose again to 
its pre-agreement level. 


TABLE 21 

Value oe Goods Affected by the Agreement According to Extent 
OF Concessions to Canada^ 


Concession 

No of Items 

United States Imports from Canada 



1929 

IQ 34 

50% reduction 

27 

$ 44,000,000 

$ 23,400,000 

44% to 49% reduction .... 

II 

6,100,000 

700,000 

30% to 39% reduction .... 

II 

20,000,000 

2,800,000 

20% to 29% reduction 

13 

8,400,000 

3,600,000 

Less than 20% reduction . . . 

I 

200,000 

200,000 

Free entry assured 

21 

220,700,000 

111,200,000 


® Material prepared from Canadian government data, provided by a press release, November 17, i£>35- 


Canada granted most-favoured-nation treatment to the United 
States, including the privileges which were being or might be 
granted to foreign countries under the terms of her intermediate 

^ Material prepared from Canadian government data, pro\ided by a press release, 
November 17, 1935. 
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tariff. In addition, specific reductions below existing most- 
favoured-nation rates were made in respect to 88 tariff items. The 
latter concession was probably the more important of the two. 
The principal machinery item of the Canadian tariff, “machinery 
not otherwise provided for,” was reduced from 35 per cent ad 
valorem to 25 per cent, with a lower rate of 20 per cent to apply 
to machinery of iron and steel of a class or kind not made in 
Canada. This has been a significant item in Canadian foreign 
trade. For example, in 1934 imports in this latter class amounted 
to $7,000,000, of which $6,000,000 came from the United States. 
The machinery for particular industries was also mentioned in 
specific items in the agreement. Heavy electrical machinery and 
manufactures of iron and steel not elsewhere specified were re- 
duced. Fruit and vegetable schedules were reduced so that 15 
per cent ad valorem became the basic rate of duty. The Dominion 
reduced the rate of duty to the United States with respect to 68 
items, placed 20 formerly dutiable items on the free list, under- 
took not to increase the intermediate rate of duty on 77, and 
promised not to impose duties on 15 items then duty free. 

The agreement accepted, as far as the United States was con- 
cerned, the position of Canada in her trade relations with the 
British Empire and of the United States with respect to Panama 
and her island territories. It was subject to termination by unilat- 
eral action of either signatory in event imports from the other 
country prejudiced a domestic industry of a signatory, or if, on 
the extension to third countries of concessions enumerated in the 
agreement, the major benefits of such concessions accrued to the 
third coimtry. This latter stipulation indicated the intention to 
make the agreement serve the ends of a bilateral treaty even while 
it contained the most-favoured-nation clause. In view of the polic}'' 
of the Dominion government to make ministerial administration 
of valuation provisions of the customs act serve the ends of restric- 
tive commercial policy, the United States insisted that some limi- 
tation be placed on the power of the Customs Department to place 
high valuations for duty on American goods. Accordingly, it was 
agreed that in the case of fresh fruits and vegetables, where high 
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valuations and “dumping duties” had given the domestic pro- 
ducers very high protection, no special valuations should be used 
in many cases, and in others, covering most small fruits, the value 
established by the minister could not exceed the invoice value by 
more than 80 per cent of the lowest advance imposed on the goods 
during the years 1932 to 1935 inclusive. 

The agreement contained several other features common to 
other agreements in the Hull program and it removed the 10 per 
cent discrimination in the Canadian tariff against transit trade via 
United States ports on goods from British or treaty countries."'* 

Although the Conservative party had planned to negotiate a 
trade agreement with Washington before leaving office in 1933, 
its spokesmen attacked the terms of the 1935 agreement on the 
ground that Canada had not sufficiently exploited her position as 
a good customer of the United States. They stressed the unfa- 
vourable balance of trade with the United States considered from 
a bilaterial point of view.^^ The King government tried to empha- 
size the fallacy of this attitude and laid great stress on the pur- 
chasing power that increased exports would give. 

Most-favoured-nation treatment was given for all products, both imported 
from and exported to the other country. This related to matters of tariff, import 
prohibitions and restrictions, quotas, etc. Canada limited the duty on a list of 
American goods to those indicated and agreed not to charge additional taxes or fees 
over and above those in effect at the date of negotiation of the agreement. How- 
ever, customs duties to equalize internal excises and taxes were not prohibited. Most- 
favoured-nation treatment was to apply to internal taxes levied on imports as 
well as to import duties themselves. No quota not provided for in the trade agree- 
ment was to be applied In event one country bestowed a monopoly privilege upon 
a particular individual or corporation relating to the import of a particular com- 
modity, the other country was to be given equitable treatment. If exchange con- 
trols were introduced by either country, a fair share of foreign exchange was to 
be allotted to the other country. (Experience of a previous representative period 
was to be used in allotting foreign exchange.) Severe exchange depreciation might 
be grounds for modifying or terminating the agreement. Each country was left 
free to impose any restrictions or controls on exchange of precious metals, and for 
the purposes of sanitation, health, and the control of misbranding. The treaty 
contained the “chief supplier” clause; in other words, the agreement could be 
terminated or modified if a third country appeared to be obtaining a major share 
of the advantage therefrom. 

^Debates, 1936, I, 623. 
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The agreement became operative on January i, 1936. Its influ- 
ence on trade will be discussed below. Though probably impor- 
tant in Canadian import and export trade with the United States, 
the effects of the treaty are inseparable from the influence of two 
other factors: the general economic recovery in the trading na- 
tions, and the great drought in the western United States which 
increased imports of agricultural products from Canada in 1936- 
37 - 

In any case, this agreement was an event of substantial histori- 
cal importance. With the extension of the privileges of treaty 
rates to the United States the intermediate tariff, since 1907 an 
unimportant factor in the Canadian tariff structure, now displaced 
in significance the general schedule for non-British trade. The 
dumping and valuation clauses in the tariff, most effective protec- 
tive instruments since 1931, were modified in accordance with 
treaty promises, and the executive’s power to alter the effective 
rates of duty was substantially limited ( i Edw. VIII, c. 3 1 ) 

The tariff changes of outstanding importance in 1936 were the 
downward revision of the farm machinery schedule {lYz per cent 
under the intermediate classification on all important machines, 
5 per cent below the treaty level of 1935) ; the standardization of 
the automobile tariff at 17J4 per cent for all cars regardless of 
price; and a complete revision of the cotton textile and rayon 
schedules. The textile revision consisted principally of removing 
the specific portion of compound duties under the British prefer- 
ence. The completion of the textile revision was achieved in the 
following year (i Geo. VI, c. 26). A comparison of the rates on 
the principal commodities affected by these revisiops with those 
in effect before is provided in Table 22. Apart from the broaden- 
ing of the British margin of preference on textile manufactures 
and certain iron and steel products, and the return to the Liberal 
policy of nominal duties on farm machinery, the autonomous tariff 
changes of the period were not significant. 

Since the pledges of the Ottawa agreement with Great Britain 
had been placed on a five-year basis, in 1937 the Liberals could 

See next chapter. 
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review the bargain made by their predecessors in 1932. From the 
standpoint of tariff bargaining the 1937 agreement was rather a 
victory for the mother country, though both countries won back a 
substantial degree of the autonomy conceded at Ottawa (r Geo. 
VI, c. 17). The United Kingdom now reserved the right to take 
eggs, poultry, butter, cheese, and other milk products off the free 
list as far as Canada was concerned and either subject them to a 
preferential tariff or bring them under a quota system after con- 
sultation with the Canadian government. The rates and condi- 
tions surrounding the granting of the British preference remained 
substantially the same as in 1932; the Dominion was required to 
supply the British market with a sufficient quantity of favoured 
goods at the world price level or else forego the preference. Un- 
sweetened milk powder and honey were added to the list of com- 
modities guaranteed a preference by the United Kingdom. Rates 
of preference were 6^. and is. per pound respectively. Wheat, 
fruits, base metals, and fish were still permitted free entrance from 
Canada, and on them the 1932 margin of preference remained.*® 
The British margin of preference on Canadian tobacco remained 
at 2 s. } 4 d. per pound unless the general duty was reduced below 
that figure, in which case the preference was to equal the full 
amount of the duty. Canadian shipments of bacon and ham re- 
mained on the free list and the United Kingdom guaranteed there 
would be no interference with such trade “unless the rate at which 
the trade progressed towards two and one-half million hundred- 
weight per annum should become abnormal and such as to en- 
danger the effective working of the system of supply regulation.” 
Canadian cattle and beef were guaranteed free entry, and regula- 

^ The United Kingdom agreed to maintain the Ottawa preferences, but again it 
was provided that the foreign duty on wheat, copper, zinc, and lead might be 
removed if Empire producers were unwilling or unable to offer these commodities 
in the United Kingdom at prices not exceeding world prices and in quantities 
adequate to supply the United Kingdom. In the particular case of lead, on the 
advice of the Import Duties Advisory Committee, the foreign duty on^ lead could 
be recommended for reduction if the price appeared certain of remaining^ at or 
above £13 per ton. Other provisions were provided for the safeguarding of 
United Kingdom consumers against unduly high prices. 
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tion of entry was not to be tried unless, in the interests of orderly 
marketing, it became essential. 

The principle of a guaranteed margin of preference was re- 
tained, though on a smaller list than five years before. Canada 
guaranteed the British a certain margin on a list of goods when 
not made in Canada and on another list regardless of Canadian 
production.®“ If the duty on foreign goods became less than the 
margin of preference, they were to enter Canada free from Brit- 
ain. Canada also agreed to limit her preferential duties to a 
specified level on another list of goods. 

In some respects the agreement of 1937 had a different empha- 
sis from that of 1932. In 1932 Canada had promised adherence to 
the so-called principle of comparative cost of economical and ef- 
ficient production in fixing new tariff rates. Changes were to be 
submitted to a tariff board before which Britishers would be 
heard, and protection was to be given only to those industries with 
“reasonably sound opportunities of success.” Such impractical 
language did not appear in the 1937 agreement. In 1932 Canada 
agreed to eliminate as much as possible of the friction which was 
arising out of the system of arbitrary valuation for duty purposes, 
and to abolish the exchange dumping duty and other surcharges 

®®The 1937 list of commodities on which Canada extended preferences to the 
United Kingdom considerably exceeded the 1932 list — salt, many minor manu- 
factured food products, certain types of printed matter, photographic equipment, 
paint materials, firebrick, certain glass manufactures, antiques, toilet articles, sterling 
or other silverware, nickel-plated ware. The iron and steel list was extended and 
further divided to provide lower duties on certain categories of iron and steel 
sheets, wire goods, etc. All machinery composed wholly or in part of iron and 
steel of a class not made in Canada was admitted free; certain automobile parts 
for the use of automobile manufacturers were allowed in free ; specialized machinery 
used for particular purposes was reduced in duty or admitted free, motor buses as 
well as motor cars were placed on the free list ; and an extensive list of automobile 
parts were placed on the free list; electric motors were charged 15 per cent; 
telegraphic equipment and a large variety of electrical equipment were added to 
the free list. The 1937 agreement established a guaranteed margin of preference on 
many items affected by the 1932 and 1937 agreements; aniline and coal tar dyes, 
chemicals, and drugs not made in Canada, essential oils, glass in sheets, plate glass, 
aluminum, machinery not made in Canada, yams, woven fabrics, anthracite, 
wrought iron, bars and rods, and many other iron and steel products. 
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on products from the United Kingdom. No mention of these 
grievances appears in 1937. The occasion for them had been the 
depression, deflation, and the collapse of sterling in 1931. 

In 1937 each country guaranteed not to levy discriminatoiy- 
duties against goods imported from the other country, either free 
or dutiable, or to levy certain maximum duties indicated in the 
agreements unless the other country imposed similar restrictions 
first, seemingly a certain bar to such impositions. However, the 
governments reserved the right to modify the margin of prefer- 
ence if a monopoly or combine in the other country appeared to 
be using such a privilege to gain an advantage at the expense of 
the consumers. Since the United Kingdom did not levy a dumping 
duty on Canadian goods, even if sold in the United Kingdom at 
less than their selling price in Canada, Canada agreed to exempt 
particular classes of United Kingdom goods from the dumping 
duty. This exemption was to be effective only after other at- 
tempts to correct the difficulty had failed. In some cases it was 
anticipated that other goods produced by the industry guilty of 
dumping would have to be subject to British duties to remedy 
the evil. Canada agreed to extend to the non-self-governing col- 
onies and mandates certain preferences and not less than most- 
favoured-nation treatment, provided they did not discriminate 
against Canadian goods by giving better treatment to another 
British possession. As the Economist observed, the growth of 
preferences between the Dominions and the colonial Empire, fos- 
tered by this type of agreement, was apt to injure trade relations 
with foreign powers.®^ 

The Bennett government had given Germany the intermediate 
tariff in exchange for most-favoured-nation treatment (P.C. 598, 
March 31, 1933). In 1937 a new trade agreement of an unusual 
character was negotiated with Germany. In accordance with that 
country’s policy of bilateral trade balancing, Germany agreed to 
provide an amount of dollar exchange to pay for Canadian ex- 
p>orts to Germany equal to German exports to Canada. This dollar 

^Economist, voL 126, pp. 513-514? March 6, 1937. 
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exchange provided by Germany was to be rationed among Can- 
ada’s exports — 35 per cent going to wheat, 8 per cent to as- 
bestos, 5 per cent to apples, and small percentages to cheese, 
honey, sausage casings, fish, and sawn lumber — ^up to 63 per cent 
of the total of German imports from Canada. A maximum amount 
of imports under each commodity heading was stipulated, and 
until these maxima were reached the percentages agreed to were 
to be observed. Germany was thus obliged not only to provide the 
amount of dollar exchange for bu3dng each of the specified com- 
modities up to a certain amount, but she was obliged to furnish 
exchange up to the full amount of Canadian imports of German 
products. Arrangement was made to have legislation passed to 
give the Canadian government power to revise the value of the 
German mark for duty purposes. The use of the registered mark 
for duty purposes at a discount as compared with gold marks was 
precluded by the terms of the agreement (i Geo. VI, c. 20). 

Following the new trade agreement with the United Kingdom 
in 1937, and in consideration of the negotiations going on between 
that country and the United States regarding a prospective trade 
treaty, it was decided to negotiate a new trade arrangement with 
the United States in the latter part of 1938. This new treaty be- 
came effective in part on January i, 1939, by order-in-council 
though it did not receive the assent of Parliament until May 19 of 
that year (3 Geo. VI, c. 29). 

In the 1938 agreement Canada expanded the list of concessions 
that called for duties below the level of the intermediate tariff. 
Many agricultural products were added to the list. The rate on 
fresh fruits and vegetables was reduced from 15 to 10 per cent ad 
valorem. The mark-up for special value for duty was limited to a 
specified sum in excess of the invoice price, and in most cases such 
mark-up was only permissible during certain indicated months of 
the year. Lettuce, for example, could only be valued for duty at a 
price four-fifths of a cent per pound higher than the invoice price 
and then only for 18 weeks during the Canadian lettuce season. 
The list of commodities receiving special concessions is too long 
for full treatment. Candy, honey, cigarettes, certain tropical 
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fruits, a general list of chemicals and drugs, paint materials, cer- 
tain metal alloys, and electrical supplies and materials were added 
to the former list. Some important concessions were made in the 
iron and steel list with respect to bars, rods, sheets, and plates, and 
also with respect to castings and malleable iron. Many commodi- 
ties, such as coal and coke, were guaranteed the intermediate 
tariff or in some cases the free list. Duties on woven cotton fab- 
rics were reduced slightly below the intermiediate rates. 

Like its predecessor, this most-favoured-nation agreement ex- 
tended to the signatories all advantages granted or w^hich might be 
granted to any third countries. Goods listed in the schedules of 
the agreement were bound at certain specified rates, and the gov- 
ernments agreed not to use special new valuation methods to alter 
the basis of duty. No unprovided-for quota or special restriction 
was to apply to the goods mentioned therein. Restriction, how- 
ever, could be imposed on imports, after consultation with the 
other signatory, if such restrictions were necessary in connection 
with a government scheme to regulate or control production — such 
as the Agricultural Adjustment Act — or if a government plan — 
such as the National Recovery Act — raised domestic labour costs 
so that foreign competition was adjudged unfair. This agreement 
contained the chief-supplier clause. It also had a provision for 
modification of the agreement in event of currency depreciation to 
a degree calculated to injure the commerce of the other country. 
All goods enumerated in Schedule I of the agreement were exempt 
from the special import excise tax of 3 per cent ad valorem, a 
privilege previously enjoyed by countries entitled to the British 
preference.^^ 

As compared with 1935 the list of commodities on which Can- 
ada received concessions was extended and the articles elaborated. 
Building material such as brick and cement, certain iron and steel 
products, aluminum, certain metallic minerals and their alloys, 
and a substantial list of manufactured lumber products received 
a lower duty ranging down to 5 per cent ad valorem under the 

®^In 1939 this tax was taken off all imports entering Canada at rates more 
favourable than the general tarifiE, 
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terms of this agreement. Swine came in at i cent per pound, and 
pork at cents per pound. Whole milk received a lower duty 
of 3/4 cents per gallon up to a quota of 3,000,000 gallons, and 
cream of 28.3 cents per gallon up to a quota of 1,500,000 gallons. 
After the quotas were reached, the rates on any excess were 
double the quota rates. The same principle was applied to the 
duties on cattle which enjoyed a rate of i >4 cents up to a certain 
quota and 3 cents per head on shipments in excess of the quota. In 
the 1935 agreement the quota had been set at a certain fraction of 
domestic consumption, but now it became a stipulated number 
of units of the products. A list of fish products was added to the 
new agreement and a tariff quota arrangement was set up to gov- 
ern their entry. Paper products, fox furs, gloves, hose, tubing, and 
drugs of animal origin were also added to the list. 

The rather extensive tariff adjustments under the 1938 agree- 
ment were attacked by the Conservatives on the ground that they 
tended to drive branch plants from Canada. The automobile in- 
dustry was cited as a case in point. The Studebaker Company 
withdrew from Canadian production and Hudson-Essex exten- 
sively curtailed its output after the tariff reduction to 17J4 per 
cent ad valorem in 1937. Quoting the tariff commission’s find- 
ings, the Conservative party spokesman, Mr. Lawson, said that 
whereas the protection to this industry meant that automobiles 
cost $14,000,000 more to the Canadian consumer, the industry 
disbursed from $40,000,000 to $47,000,000 to Canadian labour 
and material producers.®® If such an argument were valid one 
might assume that the higher the costs of production (the more 
the industry disbursed) , the more desirable the industry would be, 
regardless of the protection required to maintain it in Canada. 

The Conservative party maintained its adherence to protection 
and a diversified economy. At the National Conservative Party 
convention of July 1938 the convention went on record; 

This convention is convinced that the permanent interests of Canada 
are best conserved by enlarging dur markets in the United Kingdom 


Debates, 1939, pp. 3349-3350- 
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and in other British dominions, whose products are more complemen- 
tary than competitive with those of this country, and with which our 
trade agreements are more likely to be durable and beneficial. . . . 
This convention believes that the external trade of Canada may also be 
increased advantageously by the negotiation, on a fair and equitable 
basis, of trade agreements with countries which are outside of the Brit- 
ish Empire, but that in negotiations with foreign countries, the terms 
agreed upon should not be such as to impair the benefits derived by 
Canada under existing agreements between Canada and the United 
Kingdom and between Canada and other British dominions.^'’' 

It was at the supposed endangering of the British preference 
system that most of the criticism of the 1938 agreement was 
directed. The Conservatives feared the loss both of the British 
preference on wheat, which had been given up to make the United 
States-British agreement possible, and the consent to seasonal 
reduction of the British preference on canned apples, honey, 
chilled or frozen salmon, certain timber, and patent leather. The 
United Kingdom and the Union of South Africa consented to 
modification of preferences guaranteed to them by Canada in the 
interests of the Canadian-United States agreement of X938. 

In 1939 the 3 per cent excise tax was virtually abolished. In 
1935 it had been removed from all goods subject to Schedule I of 
the United States agreement of that year. Now it was to apply 
only to the insignificant volume of imports still coming in under 
the general tariff. New duties of 5 per cent were placed on tin in 
blocks, pigs, and bars, and on crude rubber from non-British 
sources; British Empire rubber remained free (3 Geo. VI, c. 41). 
The government reassured itself with the observation that most 
of these vital commodities were of Empire origin in any event and 
that loss of supply was not a consideration. Duties of 7)4 per 
cent, IS per cent, and 25 per cent were placed on copper alloys, 
and s per cent, i2)4 per cent, and 25 per cent on magnesium al- 
loys. Drawbacks of 50 per cent of bituminous coal duties were 
paid when the coal was converted into coke for sale. If 35 per 


^Debates, 1939, p. 1030. 
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Coffee, green free 3jzf a lb. 5^ a ib. free 3^ a lb. 2^^ a lb. 3^ a lb. 

Tea .' 4^ a lb. 8^ a lb. 8^ a lb. 4^ a lb. 8jif a lb. 7j2f a lb. 10^ a lb. 

Wheat flour free Sojf a bbl. $1.35 a bbl. free $i 35 a bbl. free free 

Manufactured tobacco 75^ a lb. 9ojif a lb. a lb 75^ a lb. 90^ a lb. 90j2f a lb. 90f^ a lb. 

Coal, anthracite free 50^ a ton 50^ a ton free 40^ a ton free free 
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cent of the coke used was of Canadian origin the drawback on 
import duties was 99 per cent. This was made retroactive, apply- 
ing to coal imported on or after March 23, 1935. 

Like all other sides of economic life, the tariff history of Can- 
ada in the thirties was eventful and controversial. The agreement 
negotiated at Ottawa in 1932 and that signed in Washington in 
November 1935 represented antithetical trade philosophies, 
though before the end of the decade compromise was effected in 
the Anglo-American and new Canadian-American agreements of 
1938. 

The decade of the 1930’s began on a note of tariff retaliation 
against the exclusionist policies of the Washington government, 
and desire for wider British preferences. The temperate proposals 
of the Dunning budget were soon replaced by a schedule of duties 
frankly aimed at limiting imports to goods in no wise competitive 
with Canadian industry. The emphasis of policy changed from 
regarding the tariff as a bargaining device to gain concessions for 
exports abroad to employing it as an instrument for stimulating 
investment and emplo5mient in the depressed Canadian economy. 
The principle of selective protection, sponsored by both parties 
since 1879, w’as, in 1930-31, to a substantial degree superseded 
by all-out protection to all industries capable of producing in the 
Dominion. 

The Ottawa agreements, while reducing some duties on British 
and Empire goods, were negative rather than positive in result as 
for the most part Empire preferences were obtained by denying 
entrance to foreigners rather than by reducing the level of intra- 
Empire tariffs. The principle of imperial Zollverein was not ac- 
cepted at Ottawa. Canadian commercial treaties with Poland, 
France, and other foreign states were renegotiated after Ottawa 
on a basis of narrower concessions than granted in the agreements 
modelled on the French Convention of 1923. 

The trend towards ultra protectionism, which was implemented 
both by discriminatory increases in duties and by administrative 
action under the dumping and valuation clauses in the tariff, was 
broken by the rappochement with the United States in the trade 
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agreements of 1935 and 1938. Of greatest interest in these agree- 
ments were the introduction of the quota system into Canadian- 
United States trade, the placing of that trade on a reciprocal most- 
favoured-nation basis, and the modifications effected in tariff ad- 
ministration in Canada. The administrative features of tariff 
policy will be reviewed in the next chapter. 



CHAPTER XIII 


TARIFF ADMINISTRATION— A PROTECTIVE 
WEAPON 

The power to fix and alter customs duties is inherently a legis- 
lative function. It was claimed as such by the earliest popular 
assemblies in British North America. During the decade of the 
1930’s, however, and especially from 1930 to 1935, the effective 
level of the tariff was perhaps as much subject to executive and 
administrative as to legislative control despite the significant 
treaty and autonomous legislative changes of the period. Tariff- 
making by “administration” was perhaps carried further in Can- 
ada at this time than in any other country. This is not to imply, 
however, that the executive had had no tariff-making power before 
1930. 

Special enactments, such as the anti-monopoly sections of the 
acts of 1887 and 1897 and the dumping clause in the tariff of 1904, 
had bestowed rate-changing powers on the executive. In 1883 the 
governor-in-council was empowered to transfer to the free list for 
a determinable period any or all articles, whether natural prod- 
ucts or manufactures, used as materials in Canadian manufac- 
tures, or to grant a drawback on such goods.^ After 1903 the 
executive could reduce duties on such commodities by any amount 
by order-in-council.^ Furthermore, the intermediate tariff has 
been extended to several countries by order-in-council without 
recourse to Parliament. After September 1930, however, through 
the exercise of new powers related to valuation — ^by levying 

’■46 Viet., c. 12, s. 230, para. 12; and 3 Edw. VII, c. 14. 

^Coal tar for manufacture of coal tar dyes (1907), rare metallic elements and 
chemicals for special uses such as photography, abrasive materials, copper materials 
for electrical appliances, engines for motor trucks (1926), and special textile 
products (mostly about 1928) are the more important items which have been re- 
duced in duty or placed on the free list by order-in-council. 
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special dumping duties, and by making administrative rulings on 
commodity classifications — new and subtle impediments were 
placed in the path of imports to Canada without recourse to legis- 
lative approval. The crucial question of valuation will be dis- 
cussed first, for Canada’s extensive use of ad valorem duties has 
made this a matter of great importance. 

In 1856 the province of Canada adopted the American prac- 
tice of defining value for duty as the fair market value of im- 
ported goods when sold for home consumption at the port of 
export.® This basic principle of valuation has been retained ever 
since with minor variations, the most important of which have 
been noted in previous chapters. Since Confederation, instead of 
“port of export,” the “principal markets of the exporting coun- 
try” have been used as the locale for determining “fair market 
value.” The problem of properly defining “fair market value” 
under all circumstances has indeed plagued the customs depart- 
ment and taxed the ingenuity of Parliament. The latter has come 
to designate all values for duty as “fair market value” however 
arrived at. 

After the Conservatives attained office in 1930 they began at 
once to implement their protective policy by tightening up on 
customs administration. By section 36 of the Customs Act (R.S., 
1927, c. 42 ) value for duty had been defined as “fair market value 
in the usual and ordinary commercial acceptance of the term.” 
Cash discounts not in excess of 2^4 per cent were deductible for 
valuation providing they were actually credited to the importer 
in his invoice. This discount allowance was repealed in September 
1930. A new criterion, namely, cost of production, was then in- 
serted in valuation procedure. Parliament decreed (a) that the 
value for duty must be at least the equivalent “of the price 
charged jobbers and wholesalers generally at the time and place 
of direct shipment to Canada” and (b) that “the value for duty 

“ Britain has based her ad valorem duties on the value of imported goods at the 
point of import including carrying charges thereto Thus, ceteris panbits, a Bntisi 
ad valorem duty of 20 per cent is higher than a Canadian rate of equivalent per- 
centage by 20 per cent of carrying charges from the exporting country'. 
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of new or unused goods shall in no case be less than the actual cost 
of production of similar goods . . . plus a reasonable advance 
for selling cost and profit” (21 Geo. V, c. 2). The amount of 
“reasonable profit” was left to the sole discretion of the minister 
of customs, the first of his broad new powers over the effective 
rate of duty.^ This section of the act has not undergone any vital 
alteration to the present time. 

In June 1934 the relatively innocuous provision requiring the 
value for duty to be at least as high as that charged jobbers and 
wholesalers in the exporting country was repealed (24-25 Geo. V, 
c. 48, s. i). In June 1936 the margin of profit to be included in 
the value for duty was defined as an advance “not to be greater 
than that which ... is added in the case of goods similar to the 
particular goods under consideration . . . when sold for home 
consumption” in the country of export (i Edw. VIII, c. 19). 

The burden that this “cost of production” basis for import val- 
uation places on customs ofiicials is, of course, a heavy one. Com- 
menting upon this responsibility in the Report of the Royal Com- 
mission on the Textile Industry, Justice Turgeon said; 

The officials of the Customs service are no doubt faced with serious 
difficulties in determining the cost of production for individual firms in 
a foreign country. The evidence submitted to me . . . shows that such 
cost can only be approximated, and then only through the use of cer- 
tain accounting methods and the setting up of certain standards, some- 
times of doubtful accimacy and application.® 

Before September 1930, section 37 of the Customs Act had 
provided that : 

If any difficulty arises in determining fair market value ... the prices 
are fixed by [foreign] manufactures . . . the Governor in Council may 
. . . determine ... a certain rate of [dealer] discount to be applied 
to such published prices. . . . 

* Similar powers had been given to the minister in 1921 (11-12 Geo. V, c. 26, 
s. 7) but repealed in 1922 (12-13 Geo. V, c. 18, s. i). 

^Report of Royal Commission on the Textile Industry, p. 70. 
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This section was changed in 1930 so that, whenever the prices at 
which imports were sold in Canada were published or listed, the 
governor-in-council was empowered to “fix and determine a cer- 
tain rate of discount which may be applied to such published or 
listed prices.” “Published or listed prices,” less such discounts, 
were to be taken as fair market value (21 Geo. V, c. 2 ) . This dis- 
count feature was further elaborated by a provision (Sec. 38, 
Subsec. 6), which said that no discount could be allowed in Can- 
ada in estimating value for duty that was not allowed in the coun- 
try of export in the usual and ordinary course of trade (21-22 
Geo. V, c. 29). American exporters, particularly automobile 
manufacturers, felt the limitations of this “fixed dealer discount” 
clause severely. Those of the latter w'ho did not have Canadian 
branches lost sales because they were only allowed to give their 
Canadian dealers a 20 per cent discount off factory list prices, as 
compared with the 25 and 30 per cent discounts received by deal- 
ers in the United States. After the matter was raised during ne- 
gotiations over the Canadian-American Agreement of 1935 the 
section was repealed in June 1936 (i Edw. VIII, c. 19). 

Since the real teeth have been put into the valuation clauses of 
the Customs Act by supplements and amendments to the dump- 
ing clause, recent changes in that provision deserve careful ex- 
amination. Prior to 1930 the dumping clause of the tariff had not 
been much changed, in principle, since its adoption in 1904. It 
had not, indeed, proved very effective in keeping out American 
goods, at which it had been principally aimed. When prices were 
low on both sides of the border it could do little to restrict imports, 
as it applied only when goods were sold in Canada below their 
price in the country of export. The Bennett government’s addi- 
tion to anti-dumping legislation had a twofold purpose. First, it 
was calculated to establish a basis for using administrative action 
to raise actual duties against dumped products, and secondly it 
was intended to make dumping virtually impossible by levying a 
dumping duty equal to the difference between the value so de- 
termined and the selling price of the goods to the Canadian 
importer. 
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In 1922, as a step toward more effective control of seasonal 
dumping, the governor-in-council had been given the power to 
order the minister of customs to evaluate imports of natural 
products that were reported to be injurious to Canadian pro- 
ducers “without regard to their value in the country of export to 
Canada” (12-13 Geo. V, c. 18). The intention was to raise actual 
duties by raising the base upon which they were imposed. The 
new administration in 1930 extended this clause to include all 
imports whether natural products or manufactured goods (21 
Geo. V, c. 2). In September 1930 the dumping provisions were 
extended in several other respects (21 Geo. V, c. 3). Special 
dumping duties were imposed if import prices were lower than 
value for duty as calculated by any of the several criteria then 
established. These criteria were: (i) cost of production plus 
reasonable profit, (2) list or published price less discount as de- 
termined by the governor-in-council, (3) prices as determined 
by the minister where they could not be readily ascertained,® 
(4) valuation by the minister when interests of Canadian pro- 
ducers were injuriously affected by low-priced imports. The 
dumping duty was equal to the difference between dutiable value, 
as determined by the above bench marks, and the selling price 
of imported goods, ex-duty, to the Canadian importer. It applied 
to free, as well as to dutiable goods, and to imports sold directly 
to consumers and to goods assembled in Canada. The special 
dumping duty was not to exceed 50 per cent (15 per cent for cer- 
tain goods entering under trade agreements).'^ 

The implication of this new conception of the potentialities 
of “dumping” duties is clear. The power of the executive to fix 
prices at which imports could be sold in Canada was practically 
unlimited. Neither prices in the markets of the exporting nation 
nor even costs of producing imported goods, but rather the de- 

® Examples of such goods are: partially manufactured products (automobile 
parts) sent to Canada for assembly, leased goods, goods used in Canada on a 
royalty basis, etc. Under section 41 of the Customs Act, the minister was em- 
powered to value such goods for duty. 

Goods subject to the Excise Act and goods sold under discriminatory or re- 
stricted conditions in Canada were exempt from the special dumping duty. 
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cision of the minister of customs and his civil service advisers 
became the final arbiter of “fair market value.” 

Criticism soon arose from Canadian importers and consumers, 
as well as from export interests in Empire and foreign countries. 
This criticism was met by exempting British goods from the prin- 
cipal penalties of the legislation. In 1931 the governor-in-council 
was authorized to disregard excise taxes and duties levied by 
exporting countries by designating the cost of production of im- 
ports to be used as a basis of valuation, providing the goods came 
from a country entitled to a tariff rate lower than the general 
tariff (21-22 Geo. V, c. 30). As a result of the Ottawa conference, 
the minister of customs was no longer empowered to place fixed 
valuations on goods on the British preference or lower lists under 
section 43 of the Customs Act® (23-24 Geo. V, c. 7). 

The United States felt justly aggrieved at this discriminatory 
policy, especially when it was viewed in combination with the 
extension of the British preference resulting from the Ottawa 
conference. Prior to the trade agreement of 1935 Canada was 
black listed by the United States customs authorities and denied 
most-favoured-nation treatment under the Hull program. In 
1934, as a concession to the United States, the governor-in-council 
was given the power to order that excise duties and taxes of the 
exporting country might be disregarded in determining value for 
duty for any country, thus extending to all the privileges given 
Britain in 1931 (24-25 Geo. V, c. 48). 

With the first United States-Canada trade agreement the Lib- 
eral administration was committed to modifying the valuation and 

® This led to a long dispute over the validity of continued applicability of valua- 
tions imposed prior to the passage of this act The department of national revenue 
continued to apply fixed valuations already made to British goods. Appeal was 
made to the tariff board which ruled against the department. The Supreme Court, 
however, denied that the board had pow-er to reverse departmental decisions. 
(Provision was made for such appeals to the tariff commission in 1936 by i Edw. 
VIII, c. 19, s 6.) The matter was taken to the Exchequer Court by the importers, 
and that body ordered refunds to be made for special duties collected after the act 
was passed. By act of Parliament in 1937, the government protected itself against 
such charges by confirming all valuations theretofore made regardless of any 
errors, omissions, or lack of power involved. 
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dumping duty policy of its predecessor. The application of the 
special duty to fruits and vegetables during the period of peak 
production in Canada and low prices in the United States had been 
one of the principal uses of the duties. Canada now promised that 
the special duties would be applied only to a limited list of items 
in the fruit and vegetable schedule and in no case should any 
value so established (under section 43) exceed the invoice value 
by more than 80 per centum of the lowest advance imposed on 
like goods under the authority of the section during the calendar 
years 1933 to 1935, inclusive. Section 43 was also amended to 
provide for review of department valuations by the tariff com- 
mission in a public inquiry. If the commission found that no 
fixed value was needed to protect Canadian industry or that a 
lower one was adequate, the findings of the commission became 
at once effective. If no findings were reported by the commission 
after a period of three months, the fixed valuations of the depart- 
ment were to lapse (i Edw. VIII, c. 19, s. 6). 

The Department of Customs and Excise did not develop any 
uniform principle of valuation during the years prior to 1936 
when its powers were not limited by the right of appeal. The 
valuation clauses were, of course, protective devices of special 
potency in periods of deep depression. The declared value of 
imports was usually still considered as the basis for arriving at 
“fair market value”; a varying amount or a certain percentage 
was added thereto by the minister to arrive at “value for duty.” 
In some cases, however, the price level of the coimnodity in the 
Canadian market was taken as the value for duty, thus abandon- 
ing the traditional method of valuation entirely. The “economic 
position of the domestic producer” might justify quite different 
methods from time to time and from one commodity to another. 
For the importers, perhaps the greatest cause of complaint about 
the system was the uncertain position in which they were placed, 
not being able to tell beforehand just what the effective rate of 
duty on any given importation would be. 

Since the period of chaotic foreign exchanges following 1919, 
Canada has had legislation aimed at protecting domestic sellers 
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against so-called exchange dumping. This has, of course, been 
based on the theory that, owing to speculative and psychological 
factors, the decline of the foreign exchange value of a currency off 
the gold standard will usually be more rapid than any compen- 
sating rise of internal prices and costs of production in the ex- 
porting country. This situation gives the foreign producer of 
Canadian imports a tv/ofold advantage. First, it results in the 
familiar export bounty “enjoyed” by paper standard or flexible 
exchange countries in the earlier stages of currency depreciation. 
Second, since Canada has ordinarily valued her imports for duty 
by converting their prices in foreign currencies into dollars at cur- 
rent exchange rates, the fact that the rise in such prices lags 
behind the fall in the currency in which they are expressed actu- 
ally reduces the effective level of Canadian ad valorem duties in 
terms of Canadian currency. 

Taking cognizance of the latter point. Parliament amended the 
Customs Act in the chaotic exchange period of 1921 as follows: 
“In computing the value for duty of the currency of an invoice, 
no reduction shall be allowed in excess of fifty per cent of the 
value of the standard or proclaimed currency of the country from 
whence the goods are invoiced to Canada, irrespective of the rate 
of exchange between such country and Canada . . ® If, how- 

ever, the foreign currency had appreciated in terms of the dollar, 
the current rate of exchange was used without limitation. No self- 
imposed restriction was placed on the added protection Canadian 
industry might hope to enjoy from depreciation of the Canadian 
dollar in terms of other currencies. 

After the British pound regained its pre-war relation to the 
Canadian dollar in 1926, Canada valued goods consigned from 
European countries which were still off the gold standard at 
British prices converted at par into Canadian funds (R.S., 1927, 
c. 42, s. 35).^® As an alternative the minister of customs could 


® 11-12 Geo. V, c. 26, s. 8. 

“In the case of importations of goods the manufacture or produce of a foreign 
country, the currency of which is substantially depreciated, the value for duty 
shall not be less than the value that would be placed on similar goods manufactured 
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detennine the value of such goods for duty purposes. These pro- 
visions are still an inherent part of the principal valuation section 
of the Customs Act. 

New problems were posed for Canada when the pound itself 
depreciated after the departure from the gold standard in Septem- 
ber 1931. The threat of exchange dumping from Britain now had 
to be considered, and furthermore prices in Britain no longer 
could serve as a basis for evaluating foreign imports into Canada. 
Under section 55 of the Customs Act, the governor-in-council had 
been empowered to determine the rate of exchange to be used in 
valuing imports for duty. On October 10, 1931 (effective as of 
September 1, 1931), it was provided that if the selling price of 
imported goods in Canada was less than the invoice price of the 
goods in the foreign currency converted at the designated rate, a 
dumping duty equal to the difference could be applied.^^ 

As of September 29, 1931 the rate of exchange between the 
pound and the dollar was frozen at the old parity for purposes of 
evaluating British goods for duty.^^ On September 30 a dumping 
duty was imposed on British goods in accordance with this general 
policy (P.C. 2428). It is clear that these Canadian regulations 
resulted in a special penalty against British goods as soon as 
relative prices and costs in the two countries felt the impact of the 
actual change in the exchange rate. On October 23, 1931 the 
Canadian government took cognizance of the rise in sterling 
prices and costs of production relative to the falling Canadian 
price level and revalued the pound at $4.40 for duty purposes 

or produced in Great Britain and imported from that country, if such similar 
goods are made or produced there.” (Sec. 35, sub. 2.) “If similar goods are not 
made or produced in Great Britain, the value for duty shall not be less than the 
value of similar goods made or produced in any European country the currency 
of which is not substantially depreciated.” (Sec. 35, sub. 3 ) “The Minister may 
determine the value of such goods, and the value so determined shall, until other- 
wise provided, be the value upon which the duty on such goods shall be computed 
and levied under regulations prescribed by the Minister.” (Sec. 35, sub. 4.) These 
three sections were added in 1922 by 12-13 Geo. V, c. 18, s. 2. 

^P.C. 2549, confirmed by 23-24 Geo. V, c. 37, s. i, which was made retroactive 
to September i, 1931. 

“P.C, 2415. 



TARIFF ADMINISTRATION 315 

(P.C. 2674). This also reduced the exchange dumping duty to 
the difference between the dollar amount of the English price of 
imports with a $4.40 pound, and the invoice price of such goods 
to Canadian importers. Thereafter when the invoice was quoted 
in terms of British pounds they were converted into dollars at the 
average current exchange rate announced by the minister on the 
first and sixteenth of each month. On March 22, 1933, the pound 
was for valuation purposes reduced to $4.25 (P.C. 543). Unless 
the British goods were able to qualify under the Empire content 
provisions of the tariff described below, however, the official value 
of the pound remained at $4.86.^® The British registered con- 
siderable protest against the exchange dumping duties at Ottawa 
in 1932. The decline in the gold value of the Canadian dollar 
itself made this issue relatively less important however. The 
Report of the Royal Commission on the Textile Industry sum- 
marized the case as follows : , 

the power given to the Governor-in-Council to fix rates of exchange is 
one which might be used to provide an undue measure of protection to 
Canadian industries, especially when the high exchange parity is main- 
tained after costs of production in the exporting country have risen, in 
proportion to, or nearly to, the extent of the depreciation in the national 
currency.^* 

Foreign countries with greatly depreciated currencies perhaps 
had more to complain of than Great Britain: “in the case of Japan 
. . . a proclaimed rate of 49.85^! (the gold parity of the yen) 
was maintained from December, 1931, to August, 1935.” 

Points of lesser importance which have contributed to Cana- 
dian protectionism are content requirements and drawback regu- 
lations. Shortly after the British preference was adopted by 

^Judging from relative price changes in Canada and Britain during the deprecia- 
tion period, the Canadian policy of keeping the official value of the pound (value 
for duty) somewhat above the current exchange rate somewhat more than offset 
the so-called export bounty which depreciation was expected to give to British 
exporters. 

^'‘Page 76. 

^Report of Royal Commission on the Textile Industry, p. 76. 
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Canada in 1897, regulations guarding against their abuse were 
introduced. In 1898, when the preference became purely British 
in scope, it was required that 2 5 per cent of the value of the article 
claiming preference must have been added by labour applied in a 
British country, or countries, since value added in several British 
countries might be cumulated to meet the required standard (61 
Viet., c. 37). A similar content requirement was later required 
for goods from countries entitled to the intermediate tariff (P.C. 
2525, December 17, 1909). 

At the imperial conference in 1923 the various constituent 
costs which could be considered in computing Empire content 
were designated.^® In 1926 the Empire content became 50 per 
cent. This, it was thought, would exclude goods produced with 
the “low paid” labour of Europe and the Orient and only finished 
in England, and would also encourage secondary as well as pri- 
mary industries in the Empire. A uniform rule for all products 
cannot, of course, be entirely satisfactory. High quality products 
manufactured in England but containing expensive raw materials 
of foreign origin have frequently been unable to meet the 50 per 
cent qualification. Rapid fluctuation in prices of such raw mate- 
rial may change the eligibility of a product within a comparatively 
short time. Canada, unlike Australia, has not graded her tariff 
rates according to the degree of Empire content of imported 
goods.^’' The widespread application of the 50 per cent content 
requirement to most-favoured-nations, as well as British coun- 
tries, seems to have aroused little adverse comment. 

A more important problem, and one of considerable adminis- 
trative difficulty, has centred around the policy of giving draw- 

Great Britain, Parliamentary Papers^ 1924, vol. X, Cd. 2009, pp. 271-273. 
Costs of which (in the case of Canada) 25 per cent had to be of Empire origin for 
goods to qualify for preference were as follows: (a) the costs of materials as re- 
ceived into the factory but not including customs or excise or other duty paid or 
payable in respect to such materials; (b) manufacturing wages; (c) factory over- 
head; (d) inside packing containers. Outside containers and the expenses of pack- 
ing thereinto, manufacturers’ or exporters’ profit or brokerage royalties, etc., and 
other charges incurred subsequent to the manufacture of the goods were not to be 
included. 

^'^Ref. to Australian tariff on automobiles. 
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backs of duties paid on imported raw and semi-manufactured 
materials conditional on the Canadian content of the finished 
product. Drawbacks, usually 99 per cent of the duties, are of 
course paid on re-export of materials whether or not they have 
been further processed in Canada.^® This widely followed prac- 
tice, while causing administrative difficulties in connection with 
segregating imported raw materials in the manufacturing process, 
has not been the cause of important controversy. 

A quite distinctive type of drawback is also used more ex- 
plicitly to' encourage production for domestic consumption. Can- 
ada has customarily followed the practice of allowing certain raw 
materials for specified industries free entry or a tariff much lower 
than normal rates. Iron and steel for farm machinery produc- 
tion are a case in point. This has been done either by establish- 
ing differential duties in Schedule A or providing a special draw- 
back under Schedule B of the tariff.^® In order to qualify for such 
drawback the Canadian firm importing the material must meet 
the requirement that a certain percentage (usually 50 per cent) 
of the value of its finished product is of Canadian origin. The 
rates of drawback in Schedule B range from 25 per cent upward. 
Similar in effect is the power given the governor-in-council under 
section 286 of the Customs Act. Under this authority duties may 
be reduced or goods may be placed on the free list if imported for 
specific uses, mostly for industrial purposes. 

^®R.S., 1927, c. 42, s. 286, ^‘The Governor-in-Council may, under regulations made 
for that purpose, allow, on the exportation of goods which have been imported into 
Canada and on which a duty of Customs has been paid, a drawback equal to the 
duty so paid with such deductions therefrom as is provided in such regulations.” 
Further, “When imported materials on which duties have been paid are used, 
wrought into or attached to any articles manufactured or produced in Canada, 
there may be allowed, on exportation of such articles beyond the limits of Canada, 
a drawback of 99 per cent of the duties paid on the materials used, wrought into 
or attached to the articles exported.” 

Customs Tariff Act, R.S., 1927, c. 44, s. 13. “On the materials set forth in 
Schedule B of this Act when used in Canada for the purposes set forth in that 
Schedule (manufacturing commodities for domestic consumption) there may be 
paid, out of the Consolidated Revenue Fund, the several rates of drawback of 
Customs duties set opposite each item respectively, in that Schedule, under regula- 
tions by the Governor in Council.” 
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A frequent source of complaint about the wide discretionary- 
valuation powers vested in the executive and administrative 
branches of the government was the lack of opportunity for ap- 
peal, outside the Department of National Revenue, to the tariff 
commission. In 1936 the functions of the commission were 
broadened to meet this requirement; The delegation of respon- 
sibility to so-called expert tariff-makers has been carried far in the 
last decade. Prior to 1926 the Canadian government was ac- 
customed to delegate to responsible cabinet members the task of 
ascertaining public interest in proposed tariff changes. A group 
of three or more ministers would tour the country to gauge repre- 
sentative opinion before major changes were undertaken. Such 
impromptu commissions under the leadership of the finance min- 
ister of the day had solicited opinion in 1893, 1905, and again in 
1921. Little by way of detailed analysis of specific items could 
be expected from such methods. The real work of tariff-making 
was done, as much of it still is, in the Department of Finance. An 
effort was made in 1912 to establish a permanent tariff board, but 
the bill failed in the Senate. 

In 1926, however, the Liberal government set up the Advisory 
Board on Tariff and Taxation with the function of making studies 
of the industrial consequences of past and prospective tariff 
changes. The findings of this board on iron and steel, textiles, and 
automobiles are discussed elsewhere. The functions of the board, 
insofar as the tariff is concerned, were confined to receiving briefs 
from interested parties, hearing evidence, and making investiga- 
tions at the request of the minister of finance to w'hom its findings 
were reported. Reclassification of commodities on the tariff 
schedule, and tariff rates were its concern. Appeals from admin- 
istrative rulings, appraisals, etc., were not taken to the advisory 
board. The board of customs, established in 1927, handled all 
matters of that kind (17 Geo. V, c. 50).^® When the Conservatives 

^’The Board of Customs consisted of commissioners of customs, excise, and in- 
come tax, the assistant commissioner of customs and such other officers of customs 
and excise as the governor-in-council might select. Its principal task was to pass on 
the proper classification of imports where doubt existed as to what category they 
belonged in. Appeal from the board could be carried to the governor-in-coundl. 
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took office, the advisory board was disbanded. The principal re- 
sults of its work appeared in the tariff changes of 1929 and in the 
Dunning budget of 1930. 

The present tariff commission was established under act of 
Parliament in August 1931 (21-22 Geo. V, c. 55). It took over 
the functions of the board of customs and also obtained powers 
somewhat more far-reaching than those of the advisory board on 
tariff and taxation. It consists of three members appointed for 
ten-year terms and eligible for re-appointment. The members 
cannot run for election to the House of Commons until two years 
after their service with the board. The economic functions of the 
board, as stipulated in the act, give it wide scope as a fact-finding 
body concerned principally with the securing of evidence relating 
to a certain industry and summarily reporting thereon to the 
responsible minister. Section 4, subsection i, of the act provides 
that: 

In respect of goods produced in or imported into Canada, the Board 
shall at the request of the Minister [of Finance] make inquiry as to: 
(a) the price and cost of raw materials in Canada and elsewhere and 
the cost of transportation thereof from the place of production to the 
place of use or consumption; (b) the cost of efficient production in 
Canada and elsewhere and what increases or decreases in rates of duty 
are required to equalize differences in the cost of efficient production; 
(c) the cost, efficiency, and conditions of labour, including the health of 
employees, in Canada and elsewhere; (d) the prices received by pro- 
ducers, manufacturers, wholesale dealers, retailers, and other distribu- 
tors in Canada and elsewhere; (e) all conditions and factors which 
affect or enter into the cost of production and the price to the con- 
sumers in Canada; (f) generally, all conditions affecting production, 
manufacture, cost and price in Canada as compared with other coun- 
tries. 

As for its legal functions, the act of 1931 gave the tariff com- 
mission the investigatory powers of the Exchequer Court and of 
the registrar of the Combines Investigation Act, to inquire into 
combinations among suppliers of protected goods calculated to 
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enhance prices or to restrain trade.^^ The old proviso for the use 
of the tariff as a means of breaking up combines on the domestic 
market in protected commodities led to the association of the 
functions of the commission with those of the administrators of 
the Combines Investigation Act, the federal instrument for control 
of monopoly and unfair trade practices. The subjects for inquiry 
by the board may be enlarged by direction from the responsible 
minister of the department concerned or from the governor-in- 
council.^^ 

A useful summary of Canadian tariff administration may be 
made by comparing significant features of Canadian practice with 
those employed by the United States. Methods of tariff admin- 
istration employed in Washington have been calculated to entirely 
eliminate undesired imports under the dumping clause of the 
tariff and under the special provisions for the control of imports 
under certain legislation (import clause of N.R.A. now invali- 
dated). In Ottawa, on the other hand, restriction and control 
rather than loo per cent elimination of “harmful imports” has 
been the objective of the tariff authority. Canada, however, has 
gone much further than the United States in the suppres- 
sion of dumping practices by executive fiat. In the United States, 
appeal from the decision of an appraiser is to the Customs Court, 
a judicial body. In Canada, the Canadian tariff board has taken 
over the functions of the Customs Court. This gives the tariff 
board a legal, as well as an economic, function, as quite often the 
question in dispute is one having to do with the classification of 
goods and the interpretation of the law. The United States has 
not acted against countries having depreciated currencies by levy- 
ing exchange dumping duties as Canada has done. The United 
States customs authority has insisted that proof of injury to an 

^R.C.S. 1927, c. 26. 

“ The commission has been delegated the power of conducting a public inquiry 
to ascertain what value for duty and for imports is required to prevent such im- 
ports from “prejudicially or injuriously affecting the interests of Canadian pro- 
ducers or manufacturers” (i Edward VIII, c. 19, sec. 6). This power is used in 
cases of appeal from the Customs Department entrusted with the administration of 
anti-dumping legislation. 
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entire industry be established before the prohibition decree of the 
dumping clause of the tariff is made effective. In Canada there 
has not been such reluctance to use the dumping clause of the 
Customs Act. 

The economic function of the United States tariff commission 
is defined and somewhat limited by Congressional pre-occupation 
with making the tariff adequately high to balance the difference 
between foreign and domestic costs of production. The commis- 
sion has been zealous and aggressive in the use of cost accounting 
devices in connection with its primary fact-finding function of 
determining differences between foreign and domestic costs, as 
far as domestic selling prices and costs of production are con- 
cerned. If any principle has been important for the modus ope- 
randi of the Canadian tariff authority, it has been short-run 
expediency with some eye to the apparent economic value of an 
industry to the national economy. Number of laborers employed 
and complementariness to the rest of the industrial economy are 
criteria of economic worth which have weighed heavily in the 
reports of the Canadian tariff commission. 

In the next chapter some of the economic results of the admin- 
istrative protectionism discussed in this chapter will be reviewed. 
Anti-dumping enforcement by the customs department and arbi- 
trary valuation on imported goods for duty purposes were out- 
standing adjuncts to the high tariff of the period 1930-1935. The 
discriminatory nature of the imports established under these 
executive actions, particularly after the British won substantial 
exemption at the Ottawa conference, placed a severe strain on 
Canada’s foreign commercial relations. They were, however, very 
effective in preserving the Canadian market for home industry 
during the period of deepest depression. 



CHAPTER XIV 


PROTECTION AND INDUSTRIAL MATURITY 

New technological developments, population shifts, and in- 
vestment opportunities combined to make the first fourteen years 
of the twentieth century the most dynamic and prosperous peace- 
time period in Canadian history. Comparatively speaking, the 
subsequent interbellum period was one of consolidation of indus- 
trial progress. It is not to be inferred that the apogee of economic 
development was reached in the 1920’s; indeed, war output in 
1943 was far above the peacetime production of that decade. 
However, with the capital expansion from 1900 to 1914, supple- 
mented by the integration and diversification of the war years, 
1914 to 1918, the small-scale and largely local enterprises which 
the National Policy was designed to protect had, by 1920, been 
replaced by mass production and centralization in most industries. 

Protection applied to this maturer industrial economy could 
no longer be logically supported by the “infant industry” argu- 
ment alone. When manufacturers presented their cases before 
the advisory board on tariff and taxation in 1929 and 1930, pleas 
for safeguarding of Canadian labour standards and for protection 
of capital invested in established industries were the principal 
arguments employed. In fact, all through the 1920’s even the 
strongest supporters of protection did not associate higher tariffs 
with an expanding domestic economy as had the original pro- 
ponents of the National Policy. This change of emphasis was in 
part responsible for the general weakening of the protectionist 
case after 1920, and the political success of the lower tariffs of the 
Liberal administrations. As had happened in 1879, the economic 
pressures to which the export industries in the economy were sub- 
jected after 1930 led to widespread support for a return to protec- 
tion and a willingness to try the tariff again as a stimulant to 
domestic recovery. Some of the economic results of the commer- 
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dal policy pursued from 1914 to 1939 be reviewed in this 
and the following chapter. 

By 1914 a decade and a half of prosperity, based on westward 
expansion and financed by foreign and British capital, had re- 
sulted in an over-expanded railway system, excess capacity for 
capital goods production, and boom conditions in real estate 
values.^ Before the end of that year some contraction (37 per cent 
decline in building construction in 1914) had set in. The pro- 
tection-fostered manufacturing industry seemed destined for 
severe strain in adjusting itself rapidly to increased production 
of consumer goods, a change made inevitable by the slowing down 
of the rate of new investment and capital formation. The war, 
however, brought a great new demand, both on the export and 
domestic fronts. The new railway system was fully utilized, and 
the iron and steel industry was in part converted from railway to 
war equipment. The prairie provinces expanded as a market for 
the lumber of British Columbia and the farm tractors and ma- 
chinery of Ontario. The Quebec cotton and woolen industry 
expanded to fill the gap left by the reduction of imports from 
Britain. The Maritimes became a focal point for exports to 
Europe and the West Indies as their fishing, shipbuilding, and 
lumbering industries achieved a degree of prosperity not attained 
since the 1850’s. 

Despite the horizontal increases in the tariff in 1915, and the 
controversy that fiscal policy engendered, the protective features 
of the tariff were then of secondary importance. The 7 j 4 and 5 
per cent increase in ad valorem rates was somewhat offset by the 
decline in ad valorem equivalents of specific duties owing to 
increases in prices.^ In any case during wartime the major empha- 
sis was upon exports of food and munitions.® Extractive industry 

^Between 1900 and 19145 $4500 to $5^^^ million was invested in capital goods in 
Canada. Report on Dominion-Provincial Relations, I, 76. 

^Average ad valorem rates on dutiable imports declined from 27.4 cent in 
1914-15 to 20.6 per cent in 1920-21. 

® At the peak of the war boom about one-third of Canadian manufacturing ca- 
pacity was engaged in war orders for other countries. Merchandise exports in- 
creased by $1,108.4 million or from $431-6 million in 1914 to $1,540.0 miljion in 
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and agriculture enjoyed the boom along with manufacturing. Be- 
tween 1913 and 1918 production of the leading non-ferrous base 
metals increased from $29 million to $74 million. Newsprint and 
woodpulp shipments abroad increased fivefold.^ In the prairie 
provinces field crop acreage increased’84 per cent between 1914 
and 1920, and the value of all field crops for the Dominion in- 
creased 60 per cent.® 

Some growth of long-run significance occurred simultaneously 
with the war boom and during the immediate post-war period. 
Comparison of the 1923 economy with that of 1910 makes evident 
a remarkable increase in the output of consumers goods. The net 
value of rubber products, for example, increased from just under 
$3.5 million to over $30 million; textile products, chiefly clothing 
and cotton manufactures, increased from about $67 million to 
nearly $100 million; chemical production increased more than 
four and a half times; electric light and power over five times; 
and furniture production doubled, as did the output of the iron 
and steel industry.® Some of these data exaggerate the actual 
expansion, as they are not corrected for price changes, but the 
physical production of all manufactured goods was about 44 per 
cent greater in 1923 than in 1910. Certainly no tariff policy could 
have been as effective as the inflated purchasing power of the war 
economy at home and abroad in stimulating expansion of facilities 
and in fully utilizing the capital equipment constructed in the 
previous period. 

For Canada, the post-war reaction of 1921-22 was mainly a 
“price” depression, as the volume of production and exports was 
well maintained. The physical quantity of exports and the physi- 
cal volume of business actually increased by 18 and 6 per cent 
respectively from 1920 to 1922.^ Only during 1921 did the indexes 

1918. $386.1 million increase consisted of munitions, $488.9 million of agricultural 
products, $35.9 million products of mining, fishing or forestry and $i93-3 miHion 
of miscellaneous manufactures. Report on Dominion-Provincial Relations, I, 92. 

^Report on Dominion-Provincial Relations j I, 41. 

^Report on Dominion-Provincial Relations, I, 108. 

® Mackintosh, “Economic Background of Dominion-Provincial Relations,” p. 29. 

'^Report on Dominion-Provincial Relations, I, 117, Table 30. 
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dip below the previous year. The price declines were drastic, how- 
ever, in “protected” as well as export lines. The general wholesale 
price index fell by 37 per cent from 1920 to 1922, and the index of 
manufactured goods prices fell by only about one per cent less.® 
Export prices fell 41 per cent and wheat prices 57 per cent in the 
same period. Rehabilitation activities abroad, however, furnished 
a large market and exports increased in volume by the surprising 
amount of 36 per cent between 1920 and 1923. The fall in the 
foreign exchange value of the Canadian dollar and the capital 
inflow reduced the violence of the adjustment as far as Canada’s 
trading position was concerned. 

The main features of Canadian development after 1920 were 
not closely related to tariff policy except insofar as the tariff in- 
duced certain American corporations to make direct investments 
in the Dominion.® In 1922 $237 million net in long term capital 
entered Canada. Most of this investment was attracted to central 
Canada, which, from the standpoint of economic readjustment 
after 1920, perhaps needed it least. What has been termed the 
dislocation of prices and costs in agriculture — to which the tariff 
contributed, at least prior to its reduction in 1922 and 1923 — ^will 
be discussed in the next chapter.^® For the most part, however, 
any influence that the relatively stable or declining tariff rates 


®A11 price indexes referred to are those of the Dominion Bureau of Statistics. 
See Recent Economic Tendencies in Canada, 1914-1934 (Ottawa: King’s Printer, 
1935)- 

®By the end of 1929, 1071 American firms had branches in Canada, exclusive of 
agencies or distribution centers Seventy-seven per cent of the capital employed 
was American, 18 per cent Canadian, and 5 per cent British. There were 172 
British and 17 foreign branch plants at this time. American branches represented 
an investment of about $1500 million, British of $200 million, and foreign of about 
$6 million. British and Foreign Branch Factories in Canada. 

On January i, 1930, branch plants in Canada were divided about as follows, iron 
and its products 23.4 per cent, chemicals 17 per cent, wood and paper 16.6 per 
cent, non-ferrous metals 9.7 per cent, non-metallic minerals 8.0 per cent, vege- 
table products 7 6 per cent, textiles 7.2 per cent, animal products 3.5 cent, 
central electric stations 3.0 per cent, other 4.5 per cent. British and Foreign Branch 
Factories in Canada. 

^°See Mackintosh, “Economic Background of Dominion-Provincial Relations, 
P- 39- 
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may have had during the first years of the post-war decade is not 
distinguishable from the results of exchange depreciation. 

After 1925 it seemed as if permanent adjustments had been 
completed and durable prosperity was ahead. As Dr. Mackintosh 
observes: “By 1925 Canadian expansion had been resumed. For 
most industries cost-price relationships were once more con- 
ducive to investment, new resources and new techniques had 
started strong expansion in certain industries and world conditions 
were favourable to increased international trade and therefore to 
economic expansion in countries such as Canada.” During the 
next four years, 1926-1929, national income rose 19 per cent,^^ 
and the index of home investment by over 54 per cent.^® 

The impetus for this expansion came, in the main, from new 
investment in non-ferrous metal mining in central Canada and 
British Columbia, from the development of cheap electric power 
which made possible the rise of the newsprint and paper industry 
to first place in the manufacturing field, and to the high yields, 
continuing export demand, and better marketing methods for 
Canadian wheat and flour. Gold mining based on new discoveries 
and techniques was also of growing importance as were new 
industries, such as aluminum production, based on the applica- 
tion of cheap electric power to imported raw materials. Most of 
these developments represented extensions into the post-war 
decade of trends started during the war years. This was particu- 
larly true of the non-ferrous metal mining and smelting industry. 
In 1929 the smelting of copper, lead, nickel, and zinc was second 
only to the pulp and paper industry in the manufacturing field. 

In the next chapter the developments of the period in the iron 
and steel, farm machinery, automobile, and textile industries will 
be examined with particular regard to the influence of the tarifi. 
While no categorical statement is possible without more complete 
study, it 'seems clear that no outstanding achievements or dis- 
advantages can be attributed to the comparatively moderate and 

“Mackintosh, “Economic Background of Dominion-Provincial Relations,” p. 40. 

^Monthly Review, The Bank of Nova Scotia, May 1937. 

“ Based on. Value of construction contracts awarded, Canada Year Book, 1937. 
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stable tariffs as far as manufacturing in general was concerned. 
The manufacturing industry increased its proportionate share of 
national net production from 31 per cent in 1925 to 40 per cent 
in 1929, due largely to expansion in smelting, electrical equipment 
production, and the automobile industry. 

The forerunner of depression was the weakening of raw mate- 
rial, especially export, prices. The fall in national income result- 
ing therefrom caused a drastic decline in demand for industrial 
goods, and stimulated those with a stake in the domestic market 
to press for the exclusion of competing foreign goods. From 1926 
onward some weakening in the prices of wheat, flour, and wood- 
pulp had been evident although not until late 1929 did a fall in 
prices comparable to that of 1921 set in. The prices of seventeen 
leading Canadian exports fell 53 per cent from July 1929 to the 
close of 1932. The principal agricultural exports fell 70 per cent 
in price during that period.^* These declines may be compared 
with a 34 per cent sag in general wholesale prices, 22 per cent 
decline in the cost of living, and 14 per cent reduction in the prices 
of the principal manufactured goods that were recipients of tariff 
protection.^^ Farm products lost over one-third of their purchas- 
ing power, in terms of manufactured goods, during this interval. 

If we may assume the sincerity of its leading exponents, the 
higher tariff initiated in 1930 should be appraised as a stabilizing 
and even a recovery policy. The thesis of its principal advocates 
was that by preserving the home market for domestic industry 
the incomes of all groups could be maintained or restored.^ No 
attempt is made here to assess thoroughly the theoretical validity 
of this “boot strap” argument in an exporting economy. It was 
similar to the programs of other great raw material exporters, such 
as Australia, where monetary adjustments and scaling down Oi 
interest charges on the public debt, as well as higher tariffs, were 

“All export prices fell 40 per cent and all farm prices 49 Per cent. Newsprint, 
basic to Canadian-Amcrican trade, fell by 38 per cent. 

See Report on Dominion-Provincial Relations, p. i44> Table 41 and p. i 49 j ^ 

46. Commodities included in the protected group were iron and steel pro uc s, 
tiles, boots and shoes, chemicals, glass and its products, cement and pottery. 
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I s per cent. On the other hand, workers in service industries and 
other occupations protected by natural factors fared much better 
since they obtained 35 per cent of the national income in 1932 as 
compared with 29 per cent in 1929.^® 

A corollary of the “tariff for fuller employment” policy was 
the objective of attracting direct investment to Canada in the form 
of Canadian branches of American industries. Higher tariffs and 
concessions in the British Empire markets were designed to ac- 
complish this objective. Many new branch plants, as well as ex- 
tensions, of old ones, were constructed during and after 1930. 
Marshall, Southard, and Taylor have estimated that of the 1350 
companies in Canada controlled by or definitely affiliated with 
American firms in 1934, 26 per cent were established or acquired 
between 1930 and 1934.^® This does not include firms that were 
established and then passed out of existence during that five- 
year period. -During each of the years 1930 to 1932 inclusive, over 
90 new branches were opened, almost double the 1920 to 1929 
average. 

The establishment of a substantial majority of these firms was 
undoubtedly prompted by the tariff. The authors of Canadian- 
American Industry found that 76 per cent of the American com- 
panies with Canadian branches mentioned the tariff as an im- 
portant factor in determining their policy of locating branches in 
Canada. Sixty-three per cent of the Canadian companies ad- 
dressed also acknowledged this factor.®* Twenty-four per cent 
of the American and 15 per cent of the Canadian replies men- 
tioned Empire preferences as an additional motive.®^ Forty per 
cent of the replies said they were serving foreign and Empire 


“Economic Background on Dominion-Provincial Relations,’’ p. 149, Table 47* 
Herbert Marshall, Frank A. Southard, Jr., Kenneth W. Taylor, Canadmi- 
American Industry j A Study in International Investmejit (New Haven: Yale Uni- 
versity Press, 1936), p. 19. D.B.S. reported the following after August 1930: 176 
new American subsidiaries. Vegetable products 8, animal products 6, textiles 12, 
wood and paper 15, iron products 53, non-ferrous products 39, non-metallic min- 
erals 7, chemicals 13, mining and engineering 2, miscellaneous 8. 

^ Canadian- American Industry, p. 200. 

^ Canadian- American Industry, p. 202. 
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markets from Canada. Such firms as Canadian Industries, 
Limited, affiliated with E. I. du Pont de Nemours Company and 
Imperial Chemicals, Limited, which built a cellophane plant be- 
cause of the increase in duty from $ to i8 per cent in 1931, are 
cases in point. On the other hand, in fields such as newsprint in 
which American subsidiaries produced 51 per cent of Canadian 
production in 1933, the tariff was unimportant.^^ Availability of 
raw materials in such industries as timber, pulpwood, fisheries, 
asbestos, and nickel, cheap power' in aluminum production, and 
the normal factors that make for branch plant development 
within the domestic American economy were also at work. 

The gross gain to the national economy, in terms of new invest- 
ment, income, and employment from these establishments, must 
have been substantial. In many cases, of course, existing Cana- 
dian facilities were simply absorbed, through purchase or ex- 
change for patent rights, by American enterprise. Even in such 
cases, however, additional employment was provided as a result 
of fuller utilization by the new foreign operators. Furthermore, 
in many industries established prior to 1930, the proportion of 
the finished products actually manufactured in Canada increased 
during the depression. One hundred twelve companies reported 
that the Canadian content of their products increased from 72 
per cent in 1929 to 81 per cent in 1933.^® The multiplier effect of 
this expansion was undoubtedly felt outside the industries im- 
mediately concerned. The price paid for these advantages was 
higher costs to the purchasers of protected goods whether ex- 
porters, industries protected by natural forces (although they 
seem to have fared reasonably well), or the ultimate consumers. 
As Marshall, Southard, and Taylor observed: “The conclusion 
seems inescapable that branch plants in Canada have, on the 
whole, higher costs than do their parent companies and that, 
sheltered by a tariff, they pass these costs on to the consumer.” 


^ Canadian- American Industry^ p. 52* 

^ Canadian-American Industry 3 p. 233. 

^Ibid.3 p- 239, The authors ascertained price differentials as follows on similar 
products made by branch plants in Canada and parent concerns in the United 
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Since the first impact of the higher tariffs was on imports, 
changes in import trade will now be examined in some detail. The 
government’s policy from 1930 to 1932 was not only to curtail 
the total of imports but to influence their source as well as their 
volume and character. In the budget speech of June 1931 Mr. 
Bennett stated that the government would make trade arrange- 
ments with countries “which have to have what we produce,” and 
on the markets of which Canadian goods “do not come in com- 
petition with the, surplus they themselves produce in their own 
countries.” If the bonds of Empire could be tightened in the 
process so much the better. This policy found expression in the 
emergency tariff of September 1930 and in the tariff changes of 
1931, as well as in the Ottawa agreements. Though the Canadian- 
American agreements of 1935 and 1938, and the British pact of 
1937, represented a departure from this policy, the tariff remained 
strongly protectionist during the years of peace before September 
of 1939- Let us now see how the Canadian imports were affected 
by tariff changes in the 1930’s. 

The relative positions of Canada’s principal supplies and 
markets from 1931 to 1934 are presented in Table 23. The pro- 
portional gain in the Canadian market made by the British Em- 
pire countries, particularly the United Kingdom, during fiscal 
1933 was, of course, largely at the expense of the United States. 
This gain was only partially sustained during 1934. Despite 
Canada’s exchange dumping duties, the depreciation of sterling 
after 1931 was probably nearly as important as the agreements 
in affecting the source of imports. This exchange advantage in 
favour of United Kingdom was lost when the United States cur- 
rency was depreciated in 1933. 

It should be noted that Canadian gains in British markets were 
larger and much better sustained than Empire sales to Canada. 
Despite the depreciation of the United States currency in 1933 » 


States. Four makes of automobiles 2$ per cent, typewriters 27 per cent, electric 
refrigerators 28 per cent, light bulbs 23 per cent, films 10 per cent, cameras 7 P®’- 
cent. 

’^Debates, Commons, rgsi, II, 2167. 
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TABLE 23 

Caxadiax Foreign Tr.ibe 


Fiscal Years Endmg March 31 


Country 

1931 

% 

Exports To 

1933 

% 

1934 

% 

1931 

% 

Imports From 
1933 
% 


United Kingdom 

28.3 

39 6 

41.4 

17.4 

244 

22.1 

British Empire 

364 

48.0 

SI-3 

24 2 

33 I 

306 

British Empire, except U K. 

8 I 

84 

99 

6.8 

87 

8s 

United States 

42 5 

32.1 

341 

62.6 

54-2 

57-2 

All foreign countries 

63 6 

52.0 

48.7 

75-8 

66.9 

694 

Foreign countries except U S. . 

21. 1 

19.9 

14.6 

13.2 

12.7 

12 2 


Canada sent a larger proportion of her total exports to the United 
States in fiscal 1934 than in the previous year. 

The year to year changes in the value of all imports and of 
selected categories are shown in Table 24. For convenience in 
comparison the value of imports for 1929 has been taken as 100 
and the yearly changes are expressed as a percentage of that 
figure. 

For the fiscal year ending March 31, 1931, the decline in total 
imports amounted to 27 per cent of the base year total or, for 
brevity, 27 points. During the same period imports from the 
United States were reduced 30.3 and those from the United 

TABLE 24 

Changes in Dollar V.alue of Imports as Percentage op Imports op 1929 


All Ihports Fibres and Textiles Iron and Its Products 

Fiscal 

Year U.K. US. Total UK. US UK U.S. 


1930 —2,3 —24 —1.4 — 11.4 —12 I +113 — II -7 

1931 —20,6 —303 —27.0 —247 —290 —156 —45*5 

1932 —223 —268 —259 —242 —212 —24.4 —27.3 

1933 —10.2 —13*7 —13-6 —6.5 --10.2 —7.5 — 11.6 

1934 +96 +06 +2.2 -f-i2.4 +7-4 +250 +16 

1935 +34 +76 +7-0 +1-8 +2.5 +10.1 +90 

1936 +3-2 +18 +3.2 +53 -fi.8 +10.7 4-3.5 

1937 +7-0 +8 6 48 6 +7 9 +6.2 +12.7 +105 

1938 +6.9 +108 +10.0 +5.2 —1.3 +43-1 +15-5 
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Kingdom about ten points less or 20.6. Shipments from other 
countries (not included in the table) declined still less, or by 19. i. 

During the following fiscal year the picture was slightly more 
favourable for the United States. Again considering 1929 as 
100, all imports declined 25.9, American imports fell 26.8, British 
imports by 22.3, and shipments from other countries about 25.7 
of the 1929 level, with Britain enjoying 54.8 per cent of her pre- 
depression market, the United States only 40.5 per cent of hers, 
and other countries 59.1 per cent of theirs. The United States, 
however, was still by far the largest exporter to Canada. In 
1932 she supplied 60.8 per cent of all Canadian imports. Britain 
had 18.4 per cent, and all other countries combined 20.8 per cent. 

If particular attention is paid to the iron and steel group and 
the large textile and fibres category, the largest elements in Ca- 
nadian import trade (making up 44 per cent of total imports in 
1929), and the items regarding which the increases and adjust- 
ments in the tariff had been particularly aimed, interesting facts 
become apparent. In the iron and steel group, comprising much 
capital equipment and durable consumers goods, and in which the 
United States had long been supreme (the United States had 
nearly 92 per cent of the trade in 1929), that country was failing 
to hold its proportionate share of the Canadian market even 
before the Ottawa agreements. United States exports to Canada 
were at 25.5 per cent of their 1929 levels in 1932, and British 
exports were at 72.3 per cent of theirs. The small trade that other 
countries enjoyed in this group (about 3 per cent of the total in 
1929) had fallen to 42.7 per cent of 1929 levels in 1932. 

In the textile markets, however, a different picture appears. 
Total textile imports declined by a considerably smaller percent- 
age than steel products, 59.3 per cent as compared with 71.5 per 
cent between 1929 and 1933. The United States enjoyed a com- 
paratively small margin over the British in this line in 1929. 
During the period after 1929, on the other hand, the falling off in 
imports from the United States was only slightly more rapid than 
the British, and other countries held their positions better than 
either the United States or Britain. Britain and the United States 
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supplied practically the same value of textile products to Canada 
in 1932. 

Against this background we will examine the next three years 
of trade when the influence of recovery and the Ottawa agree- 
ments made themselves felt. The fiscal year ending March 31, 
1933 evidenced no stabilizing of import values, though the decline 
was only 13.6 as compared with 25.9 in the previous year. Total 
British shipments declined in value 10.2 points and imports from 
the United States by 13.7. Imports in the textile and iron and 
steel groups reflected much the same degree of change, with the 
United Kingdom holding its ground more successfully than the 
United States. 

Fiscal 1934 was the first full year during which the Ottawa 
agreements were in operation and requires special attention. Im- 
ports from all countries increased 2.2 per cent of 1929 imports 
during that year. Britain had a 9.6 point rise, the United States 
an increase of less than a point, and other countries a 1.5 increase. 
The difference between the American and British trade experi- 
ence is striking in the iron and steel group. British exports to 
Canada of iron and steel recovered 25 points while American ex- 
ports were recovering a mere 1.6. In textiles Britain recovered 
12.4 points in 1934, the United States 7.4, and others about 5.3. 
In recovery as well as in recession the competitors tended to main- 
tain their relative shares of the textile, but not of the iron and 
steel group. In general, the value of British shipments fell off 
more slowly and rose more rapidly than Britain’s competitors. In 
1935 the trends of 1934 continued, though the United States 
gained more rapidly than the British during that year — 7.6 as 
against 3.4 in all imports. In the iron and steel group the United 
States gained 9.0 compared to lo.i for the British; in fibres 
and textiles the comparative gains were 2.5 as against 1.8. 

After the United States-Canadian trade agreement went into 
effect, the share of the United States in total Canadian imports 
showed improvement. In the fiscal year ending March 31, 1937, 
the first full year in which the agreement Wcis in operation, the 
United States’ share increased to the full extent of the increase 
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in total imports, namely 8.6, while the United Kingdom’s share 
increased 7.0. In 1938 the gain of the United States was slightly 
more marked, for while total imports increased lo.o, those from 
the United States increased 10.8 and from the United Kingdom 
only 6.9. It is to be noted, however, that with respect to textiles 
and iron and steel products the gains of Britain were proportion- 
ately greater than those of the United States. 

Reviewing these nine years of depression and recovery and 
considering the cumulative effect of the 1932 and 1935 agree- 
ments, certain conclusions can be drawn. A much more rapid 
rate of decrease occurred in United States shipments to Canada 
during 1930-1933 than in imports from the United Kingdom. By 
the end of fiscal 1933 the United Kingdom retained 44.5 per cent 
of her 1929 sales, while the United States retained but 27.5 per 
cent. During the recovery years, on the other hand, both coun- 
tries regained their former trading positions at about the same 
relative rates. By the end of fiscal 1938 the United Kingdom was 
supplying goods to Canada at 74.6 per cent of her 1929 rate, and 
the United States at 56.4 per cent of hers. 

In the special categories over the nine-year period, the United 
States trade in textiles fluctuated much less than in iron and steel. 
The United Kingdom lost relatively the same in both categories 
but made more rapid gains in iron and steel than in textiles. By 
the end of fiscal 1933 the United States retained 28 per cent 
of her 1929 trade in textiles and only 4 per cent of her trade in 
iron and steel. By the end of fiscal 1938 the United States was 
exporting both textiles and iron and steel products to Canada at 
about 44 per cent of the 1929 rate. The United Kingdom still had 
33 per cent of her 1929 trade in textiles, and 65 per cent in iron 
and steel, at the end of fiscal 1933. By the end of 1938 the United 
Kingdom had 65.6 per cent of her 1929 textile market and 166.6 
per cent of her 1929 iron and steel market. The United States 
supremacy in the Canadian import market for iron and steel 
products was threatened, especially in certain specialized cate- 
gories. 

The influence of the Ottawa agreements may perhaps be more 
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definitely appraised in some of the other branches of Canadian 
imports in which substantial preferences were granted to Britain. 

The accompanying tabulation (Table 25) shows the amount of 
change in the preference which the United Kingdom enjoyed 
over the United States for certain important items, as a result of 
the Ottawa agreements, together with the relative shares of the 

TABLE 25 

Percentage oe Imports Obtained From United States and United Kingdom 


Selected Items, igsi to ig^d 


Item 

Change in British 
Preference in 1932 


1931 

1933 

1934 

1935 

1936 

Aniline and coal tar 


U.K 

7.1 

12.2 

124 

II 6 

10 I 

dyes . . 

0 to 10% 

US. 

47.2 

31.2 

32 5 

33 5 

344 

Aluminum manufac- 


UK. 

s-S 

49 

40 

4 5 

48 

tures 

10% to 15% 

US 

91 6 

91 9 

92 I 

92 7 

93 4 

Sheets, tin-coated 

T!A% to 20% 

UK. 

92 5 

97 4 

963 

96 6 

95 9 



US 

7.5 

2 5 

3 7 

3 4 

39 

Sheets for tin-plate . 

5 % to 15% 

UK. 

0 0 

22 I 

82 2 

798 

92 9 



US. 

100 0 

77 9 

178 

20 2 

7 I 

Iron and steel angles . 

$2 a ton to S3 a ton 

UK. 

8.7 

31-2 

239 

24 2 

32 0 



US 

84.9 

59 9 

72 0 

71.6 

639 

Cotton yarns, No 40 


UK. 

II 4 

82.4 

90 0 

903 

91.4 

and finer . . . 

0 to 25% 

U.S. 

88 6 

17.6 

10 0 

9.7 

86 

Cotton fabrics, un- 

7/4% + ip a yd to 

U.K. 

25-1 

45 0 

530 

57 5 

580 

bleached 

7H% + a yd. 

U.S 

740 

54 0 

46.6 

41 9 

41 6 

Cotton fabrics, 

7/4% + a yd. to 

UK. 

55-2 

65 2 

656 

68 8 

73 4 

bleached . . . 

7H% + 2j!iayd 

US 

40 4 

23 9 

5 5 

22 6 

234 

Woven fabrics of wool, 

i2>^% -|- lo^ayd, to 

U.K. 

56.3 

856 

703 

81.8 

89 5 

n.o p 

iS^^iayd. 

U.S 

78 

2 5 

29 

4 2 

3 -S 

Coal . , 

40 c a ton to 

U.K. 

2.6 

48.0 

99 

42 0 

38.4 


S06 a ton 

US. 

97.4 

52 0 

90 I 

564 

55-2 


two countries in Canadian imports in 1931 and in the fiscal years 
following the Ottawa conference. The British gains in sheets 
for tin-plating, cotton yarns, and, to a lesser extent, in cotton 
fabrics in general, and anthracite are striking. The increase of 10 
per cent and 2 5 per cent in the margin of preference for the first 
two was important. On the other hand, the United Kingdom 
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failed to make gains in markets -where United States firms were 
well established, such as aluminum manufactures and radios. In 
the Canadian market for steel sheets, on which the margin of 
preference was reduced, the United Kingdom position was actu- 
ally less favourable than that of the United States. It seems clear, 
therefore, that the Ottawa agreements gave the United Kingdom 
a larger share in the Canadian market than it would otherwise 
have had in most of the items under review. 

Considerable debate has occurred regarding the relative trade 
gains of Canada as compared with the United States following 
the 193s agreement. After January i, 1936 Canada enjoyed a 
relatively greater increase in exports to the United States than 
the United States did in shipments to Canada. For the nine 
months’ period, January to September 1936, the gains were 33 
million dollars for United States shipments to Canada and 58 
millions for Canadian exports to the United States. However, 
total Canadian imports from the United States increased by 15 
per cent as compared with a 10 per cent increase for receipts of 
goods from the rest of the world during the first six months of 
the agreement period. The gains in trade resulting from the 
reciprocal tariff reductions, however, cannot be separated from 
the normal cyclical increase in trade incident to the emergence 
from depression. It is true that Canadian farm products, on which 
duties had been lower when entering the United States, increased 
substantially while other agricultural exports decreased in 
amount, but the total of agricultural shipments to the United 
States market underwent a normal cyclical increase. As was 
noted above, the United States had made gains in exports of 
textile products to Canada, and in this category the trade agree- 
ment placed the United States producers in a more favourable 
position with respect to the United Kingdom. However, the 
most important gains by the United States were made in struc- 
tural iron and steel and other lines of capital goods and structural 
equipment, the duty on which was not affected by the agreement. 
Lines such as automobiles, which had felt the impact of depres- 
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sion most severely, and which gained a more favourable position 
from the trade agreement, made but modest gains. Table 26 
compares United States and Canadian gains in a summary 
fashion. 


TABLE 26 

Percentage Changes in United States Imports prom Canada and Canadian 
Imports from the United States erom 1935 to i936«' 


Category of Products as Affected 
by 1935 Agreement 

United States Sales 
to Canada 

Canadian Sales 
to United States 

Products on which duties were reduced 

. . + 30-2 

+79-8 

Products bound free of duty 

+35*0 

+19 7 

Products bound to existing duties 

None 

— 23.0 

Leading non-agreement articles 

+ 7 >o 

+ 63-7 


^ Data from U S Department of State, May 28, 1937, “Analysis of Canadian-American Trade during 
the First Year under the Reciprocal Trade Agreement.” Tables 3 and 4. 


The stimulus of World War I to Canadian expansion was car- 
ried over into the post-war decade despite the drastic price adjust- 
ments of 1921, as the volume of export trade was maintained and 
later increased. Foreign demand for exports and domestic and 
foreign investment in the development of basic Canadian re- 
sources were supported by capital exports from the United States 
during the twenties both to Canada up to 1925 and to Canada’s 
principal markets thereafter. Stability and progress were possible 
under a regime of moderate tariffs until foreign markets were 
shattered and raw material prices tobogganed in 1930. There- 
after the policy of fighting depression by higher tariffs met with 
limited success, owing to shrinkage of income from export sales 
and the collapse of investment in raw material industries which 
the tariff could not protect. In fact, tariff-induced rigidities in 
manufactured goods prices impaired the lot of those engaged in 
such industries. Changes in the distributive shares of the 
shrunken national income were a joint result of the fall in export 
prices and rigid prices for protected manufactured goods. The 
investment in protected industries was inadequate to take up the 
slack. In fact the multiplier effect of reductions in investment and 



PROTECTION AND INDUSTRIAL MATURITY 339 

lower income from abroad was such that national income fell 
even more rapidly than the decline in exports. 

The effects of the Ottawa and Canada-United States trade 
agreements on the shares of Canadian imports between the 
mother country and the United States is difficult to isolate from 
cyclical factors in this disturbed period. From our partial analysis 
above, it seems clear that the 1932 agreement, combined with the 
widening of the preferences and the currency depreciation in 
Britain that preceded it, gave the United Kingdom a substantial 
competitive advantage in the shrunken Canadian market, an 
advantage reduced but not eliminated by the 1935 agreement and 
the fall in the exchange value of the United States dollar. Dis- 
criminatory administration of the Customs Act may have been of 
equal, if not greater, importance. Some specific effects of this 
discrimination will be discussed in the next chapter when the 
progress of the more important protected industries is reviewed. 



CHAPTER XV 


PROTECTION AND INDUSTRIAL MATURITY 
Continued 

Many new industries became prominent in Canada during the 
two decades of peace. Most of the new firms were affiliates or 
branches of the great consumer and capital equipment industries 
of the United States. Nearly all were successful in obtaining some 
degree of protection to underwrite their investments in Canada. 
Producers or assemblers of radios, refrigerators, and other house- 
hold appliances were established for the first time. The limited 
character of the actual manufacturing processes carried on in 
many of these plants, representing only the last stages in manu- 
facturing the finished product, reduced their capacity for pro- 
viding employment in peacetime as well as their contribution to 
the war potential of the nation when the supply of unassembled 
materials from the United States became scarce after Pearl 
Harbour. The newer divisions of agriculture, such as greenhouse 
production, fruits, vegetables, and dairy products, raised the 
issue of agricultural protection in the post-war period. Since 
their marketing period is short, a new device, the seasonal tariff, 
with rates varying over the year to afford maximum protection 
during their selling period against their climatically more fa- 
voured competitors in the United States, was introduced. The 
scope of this work does not include an analysis of the many com- 
plex problems related to the development of these new industries. 
We shall consider in this chapter the recent progress of the in- 
dustries which we have reviewed in previous chapters and, in 
addition, an outstanding representative of the durable consumer 
goods industries, automobile production. We turn first to the 
iron and steel industry, focusing our attention on the primary and 
castings and forgings phases particularly. 

The iron and steel industry experienced no contraction as a 
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result of the final removal of the bounties in 1912. In fact, the 
production of pig iron exceeded one million tons, for the first 
time, in 1913. Although the recession of 1914 brought a decline 
of almost one-third in pig iron production, the diversification and 
enlargement of markets caused by the war and the resulting sever- 
ance of supplies from the United Kingdom and the United States 
caused a quick recovery. The industry played a valuable part in 
the war effort, for Canada was producing almost one-third of all 
British steel shell casings before the Armistice. In 1918 the 
production of steel ingots and direct steel castings was about two- 
thirds again as great as in 1913.^ Ferro-alloy production in- 
creased over five and a half times from 7.2 to 39.9 thousand tons 
for the same period. Unfilled contracts and deferred replace- 
ments kept production in the primary industry at a high level 
through 1920. Following the crisis of 1921, however, the in- 
dustry did not regain its 1920 level until 1928. Even the pros- 
perity level reached in that year was short-lived. Over-speciali- 
zation in railway equipment, particularly in the Maritime 
provinces, retarded healthy expansion. By 1932 pig iron produc- 
tion fell to 19.9 per cent and steel production to 43.7 per cent of 
1926 levels. 

In 1930 higher tariffs were called upon to cushion the shock of 
the great depression. In that year the tariff changes by both 
the Liberal and Conservative administrations were confined 
principally to treaty and general rates.* Tariff changes of 1930- 


^All statistics, unless otherwise noted, are from. Dominion Bureau of Statistics, 
Iron and Steel and Their Products in Canada (Ottawa). 


Rate After Special Session, 

2 Description of Article Rate Before Dunning Budget September 1930 


BP. 

Pig iron, per ton $1.50 

Ingots of iron & steel, n.o.p., 

per ton 1.50 

Blooms, cogged, ingots, slabs, 

billets, n o p., per ton 1.50 

Plates of iron or steel, hot or 
cold rolled (a) 40 inches wide 
or under 2.00 


Int. T. 
$2.50 

G.T. 

$2 SO 

B.P. 

$1-50 

Int T. 
$2 50 

GT. 

$2.50 

2.25 

2.50 

1.50 

3.00 

3.00 

2.25 

2.50 

2.50 

4.00 

4-50 

2.75 

3-00 

4-25 

6.00 

7.00 



342 COMMERCIAL POLICY IN CANADIAN ECONOMY 

1931 ajid under the Ottawa and Canadian-American trade agree- 
ment rates of 1932 and 1935 ^ave been estimated by the Royal 
Commission on Dominion— Provincial Relations. Some of the re- 
sults of that calculation are given in Table 27. It will be recog- 
nized, of course, that after 1935 the second column of the tariff 
applied to imports from the United States. 


TABLE 27 

Average Ad Valorem Equivalents of Rates^ 
(Unweighted Average) 



Preferential 

Castings and Forgings 
Treaty 

General 

1928 

13 

19 

20 

1933 ■ • • ■ 

. . . . 12 

22 

24 

1936 

. . .. 7 

22 

25 


a Mackintosh, “The Economic Background of Dominion-Provincial Relations,” p. 92. 


As its sponsors desired, the increase in the tariff resulted in a 
larger share of the domestic market for Canadian producers, in- 
creases that were held through the recovery period as well. In 
1928 only 54 per cent of the primary iron and steel products con- 
sumed in Canada were supplied by the Canadian industry. In 

1933 this increased to 85 per cent, and in 1936 it still stood at 
about that level. In castings and forgings Canadian firms held 87 
per cent of the home market in 1928. In 1933 and 1936 their 
holdings were 92 per cent.® In 1929 imports constituted 27.6 
per cent of rods and bars consumed in Canada, 94.6 per cent of 
structural steel, and 81.5 per cent of rolling mill products; in 

1934 percentages were 7, 56.8, and 58.3 respectively. Approxi- 

Rate After Special Session, 

Description of Article Rate Before Dunning Budget September, 1930 


Iron or steel angles, beams, 
channels, and other shapes 
not further manufactured 
than hot rolled. Not less 

B.P. 

Int.T. 

G.T. 

B.P. 

Int. T. G.T. 

than 35 lbs. per yd 

2.00 

2-7S 

3-00 

1. 00 

2.75 3.00 

Group of structural steel items 

2.00 

2-7S 

3.00 

4.2s 

6.00 6.00 

® Mackintosh, ^‘Economic Background of Dominion-Provincial Relations,” p. 92, 
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mately the same ratios prevailed between imports and domestic 
consumption in 1936 as in 1934. Structural steel and rolling mill 
products, most generously protected in 1930, showed greatest 
gains in self-sufficiency. Canada imported over $35 million of 
rolling mill and forging shop products in 1928, at an average rate 
of duty of 19 per cent, mostly from the United States. By 1933 
these imports had declined to just over $2.2 millions at an average 
rate of 24 per cent. Jn 1936 imports increased to $5.7 millions, 
and owing to higher prices and the trade agreement with the 
United States the average rate of duty was only 20 per cent. 

Thus it would seem that the tariff policy of 1930 was successful 
in its primary objective of obtaining a larger share of the home 
market for domestic industry. In evaluating commercial policy 
in the light of the broader public interest, however, two further 
questions must be examined. First, was the larger share of the 
market which home industry obtained sufficient in amount to 
maintain activity in the industry at a reasonably high - level 
making it a stabilizing factor in the Canadian economy during 
the depression period? And secondly, was the price policy during 
the depression such as to assist the secondary capital goods in- 
dustries and the consumers goods industries in withstanding the 
contraction of the national income that accompanied the drastic 
fall in the prices of exported goods? 

The gross value of Canadian primary iron and steel production 
fell from $62 million in 1928 to about $18.5 million in 1933. In 
castings and forgings the contraction was from $81.9 million to 
$24.2 million over the same period.^ A decrease in both cases was 
about 70 per cent as compared with a decrease of about 44 'per 
cent in the national income produced over the same period.® A 
comparison of the cyclical lows of the depression of 1921 and 
1922 with those of the period under review shows the more 
dr.astic character of the contraction during the later period. 

‘Mackintosh, “Economic Background of Dominion-Provincial Relations,” p. 92. 

'Between 1929 and 1933 the index of production of all producers’ goods decreased 
only 52 per cent. See Dominion Bureau of Statistics Indices used in Royal Com- 
mission, Report on Dominion-Provincial Relations, vol. I, Table 48. 



344 COMMERCIAL POLICY IN CANADIAN ECONOMY 

Based on 1926 as 100 per cent, the low of 1921 and 1922 for steel 
production was 61.9 per cent and for 1930-1933 it was 43.7 
per cent. The fact that the tariff was lower in 1921-1922 does 
not, of course, establish a cause and effect relationship. The de- 
cline in payrolls and employment in the primary industry was 
extreme between 1929 and 1933, indicating its diminishing con- 
tribution to the national income. 

The influence of the tariff on the price policy of the iron and 
steel industry is difficult to evaluate. Since it belongs to a group 
of industries which in large nations such as the United States, 
Germany, and Great Britain are noted for so-called “adminis- 
tered” prices, one would not have expected to see a high degree of 
price flexibility during the depression regardless of tariff policies. 
Rather, the impact of reduced demand would have been expected 
to fall on the volume of output. This certainly occurred in Can- 
ada. From the upturn in 1923 to the end of 1929 prices of 
primary iron and steel products were falling slowly. After 1930 
this fall was slightly accelerated. However, steel prices in Can- 
ada were maintained far above the level of prices in general in 
the Dominion. Price differentials between the United States and 
Canadian industries were closely related to the tariff rates. 

From the beginning of 1929 to the end of 1936 the monthly 
price quotations of seven commodities in this industry have been 
compared.® The purpose of this was to get some measure of the 
changes in quoted prices. It is recognized that a true measure 
of actual price changes could only be obtained by careful scrutiny 
of discount practices and many other factors which make normal 
price quotations somewhat unreliable guides to actual realized 
prices. The following may serve, however, as an indication of the 
degree of price rigidity in list prices during this period. If quota- 
tions for each of the seven separate commodities chosen had 
changed each month during the period, 672 changes would have 
occurred. Actually only 33 price changes in all are recorded. In 
other words, prices changed in only about 5 per cent of the possi- 
ble instances. Twelve of the changes in quotations were in tin- 

“ Department of Labour price data were used in this study. 
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plate, which had an erratic movement during the latter part of 
1933 owing to the entrance of British competition into the market. 
For the remaining six commodities, namely, basic and foundry pig 
iron, steel billets, bars, steel rails, and structural shapes, out of 
a possible 576, only 21 changes occurred, giving us a “price 
change” index of only 3.7 during the depression and recovery. 
The months of price reduction were June 1929 and October 1930 
for steel billets, August 1930 for basic pig iron and steel bars, and 
May 1933 and March 1934 for steel rails. Prices of structural 
shapes experienced the greatest rigidity, remaining unchanged 
from June 1929, when a fall from $2.15 to $2 per hxmdred pounds 
occurred, until December 1936 when the $2.15 price was restored. 
It is interesting to note that all the commodities under consider- 
ation, except tin-plate, increased in price in December 1936. 

The establishment and maintenance of the iron and steel in- 
dustry in Canada by the federal government through subsidy and 
tariff protection has imposed burdens on the taxpayer, the con- 
sumer, and the secondary industries of the country. The industry 
has been a disturbing rather than a stabilizing factor in the 
Canadian economy during periods of depression. It has relied 
principally upon the import of raw materials and has failed to 
develop profitable export markets except during the period of 
extensive direct subsidy from 1897 to 1912. Its concentration- 
on railroad rails and equipment, a program encouraged by the 
policy of the federal government, hampered its integration with 
the rest of the manufacturing economy On the positive side, 
however, the industry has contributed substantially to the fighting 
forces of the Empire during wartime. During the recovery period 
following 1936, through diversification and expansion, it estab- 

has been suggested to the author that the present location of the primary- 
industry at points remote from tlie principal sources of iron and steel scrap has 
restricted its expansion and hampered its integration with the secondary industries 
of the country. This and many other factors, such as lack of capital owing to gen- 
erally low returns and expensive raw materials owing to high transportation costs, 
have been important. “Loop holes,” in the tariff for the import of materials for 
favoured secondary industries, i.e., farm machinery, have been of particular im- 
portance. 
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lished its position more firmly in the domestic market and the 
future of the industry has appeared brighter in recent years. 
With the expanded manufacturing capacity of Canada, resulting 
from her present war effort, productive facilities of the industry 
which have not been overly expanded in this war should be more 
fully utilized in the future, and perhaps a considerable part of 
the artificial stimulants which have appeared essential in the past 
may be dispensed with. 

The substantial protection which both political parties have 
accorded the primary iron and steel industry in Canada has, for 
the most part, escaped strong criticism from the export industries 
and from the consumers. This is explained by the fact that prices 
of iron and steel enter only indirectly into either costs of most 
capital equipment or the cost of living of the consumer. In con- 
trast, the tariff on farm machinery has long been a focal point 
of controversy. The intimate relation of that industry to agricul- 
ture, the fact that its centre of production has been in urban 
Ontario and its principal market in the western provinces, com- 
bined with the fact that it has been able to develop large export 
markets in the face of United States and world competition, have 
all seemed good reasons for putting the industry on a free trade 
or low tariff basis in Canada. The political power of the farmer 
has brought about reductions in the implement duties in every im- 
portant year of tariff change from 1894 to 1924. In 1907 reduc- 
tions were accompanied by a quid pro quo to the industry in the 
form of extensions of the drawback system to certain iron and 
gteel products used for the production of domestically consumed 
machinery, in 1919 by the lower freight rates on machinery 
shipped to western Canada, and in 1924 by a remission of sales 
taxes on materials used in production. 

The prosperity of the industry is, of course, closely correlated 
with agricultural income. Wartime demand and high prices in 
agriculture terminated the recession into which the industry was 
falling in 1914. Rising prices for materials and labour, however, 
kept profits at a moderate level during most of the war period, 
and agricultural demand for new equipment did not average more 
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than two-thirds of the 1910 and 1913 levels. The export trade, 
particularly after the Armistice, was a profitable feature of the 
industry’s business. Exports increased from just over $4 million 
in 1916 to nearly $9 million in 1918, and to over $11.5 million in 
1919. Canada and the United States had a virtual monopoly of 
trade outside the European continent as a result of concentra- 
tion elsewhere on war production. 

Along with most industries, farm machinery obtained addi- 
tional tariff protection as a result of the special war revenue duties 
of 1915. In 1918 and 1919 farm representatives in Parliament 
denounced the implement tariff with considerable vigour. As a 
result, the special war duty of per cent under the general 
tariff was taken off farm machinery in 1919. This duty had not 
applied to binders and reapers. In addition, a reduction of 5 
per cent (from 20 per cent to 15 per cent) was made in 1919 on 
principal tillage machines. Ploughs, threshing machines, traction 
engines, and portable engines were lowered from 20 per cent to 
17 per cent; others, including wagons and hay-making appli- 
ances, were brought down from 25 per cent to 20 per cent. 

During the early 1920’s the industry’s economic position was 
weakened though falling agricultural income and rigid material 
and labour costs were more important than the tariff reduction. 
The value of output fell from 131 per cent of 1926 levels in 1920 
to 48 per cent in 1922. That the volume of production fell slightly 
more, namely from 141 per cent to 51 per cent, attests to rigid 
prices in the industry. Certain price comparisons in Table 28 
for the war and post-war years are interesting. As compared 
with 1913, implement prices rose 55 per cent by 1918 and 103 
per cent at their peak in 1921. Both labour and materials used 
in the industry, however, rose more rapjdly and reached a higher 
peak than implements though, in the case of materials, the fall 
in 1922 was much more precipitious. Wheat reached a much 
higher point than farm machinery, but its peak was attained in 
1919 and it declined thereafter. This latter fact intensified agri- 
cultural opposition to high tariffs after the war. Farm prices in 
general were only 25 per cent higher in 1923 than in 1913, whereas 
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implement prices were still 70 per cent above the pre-war levels. 

Post-war profits were far from excessive. According to the 
testimony of the general manager of Massey-Harris before a 
Parliamentary committee in 1923, the cost of producing and dis- 
tributing a grain binder was $56 more than its selling price in 
1921.® The firm had losses of 4.9 per cent on capital and surplus 
in 1921 and 2.1 per cent in 1922.® In the latter year its prices 
were cut 20 to 25 per cent. Other firms in the United States 


TABLE 28 

Price Comparisons, 1913-1922^ 


Year 

Farm Implements 

Materials 

Labour 

Wheat 

1913 •••• 

. . . TOO 

100 

100 

100 

1914 .... 

.... 100 

98 

104 

1S2 

1915- 

103 

104 

97 

136 

1916 

105 

no 

108 

196 

1917 

.... 120 

143 

134 

290 

1918 

IS 5 

185 

162 

301 

1919 

162 

216 

191 

354 

1920 

171 

217 

221 

242 

1921 .... 

.... 203 

275 

253 

121 

1922 

166 

154 

212 

127 


® Journals of the House of Commons, vol. LX (1923), Pt. 2, App. No. 3, p. 1275. 


and Canada experienced losses of about the same magnitude. 

In 1922 and 1924 the Liberal government then in power, striv- 
ing to retain the political support of western Canada, eliminated 
the tariff on farm machinery as an instrument of protection. Re- 
ductions of those two years are shown in Table 29. 

^Journals of Wte House of Commons, vol. LX (1923), Pt. 2, App. No. 3, pp. 
Among the rigid costs in 1923 were: equipment, 144 per cent above 1913 levels, pig 
iron 126 per cent, steel 88 per cent, freight 80 per cent, coal 95 per cent, lumber 134 
per cent, and labour costs 113 per cent higher than before the war. Massey -'Harris 
estimated its own selling prices at only 64 per cent above 1913 levels. Ihid,, p. 1248, 
the author found that for 8 selected implements prices were 69 per cent higher in 
1923 than in 1913, 62 per cent was the price increase for similar implements in the 
United States in the same period. Ihid., p. 1456. 

® Jou/rnaXs of the House of Commons, vol. LX (1923) , Pt. 2, App. No. 3, pp. 1238! 
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TABLE 29 

Tariff Reductions of 1922 and 1924 


Rate of Duty Before Reductions Rate After 

Reduction of 1922 1922 1924 Reduction of 1924 

% % % % 


Mowing machines, harvesters, 
binders, reapers: 


Preferential 

12K 

5 


Free 

Intermediate 

12 % 


4 

6 

General 

'i.2% 

2}4. 

4 

6 

Cultivators, harrows, horse rakes, 
drills, spreaders, weeders: 

Preferential 

10 


10 

Free 

Intermediate 

15 

2 ^ 

5 

lyi 

General 

15 

2 ^ 

5 

7K 

Ploughs, threshers, parts: 

Preferential 


2% 

5 

5 

Intermediate 



5 

10 

General 


2}4 

5 

10 

Rollers, hay loaders, hay tedders — 
implements N.E.S. : 

Preferential 

i2yi 


5 

5 

Intermediate 

20 

s 

5 

10 

General 

20 

5 

5 

10 


In addition to these reductions the protection of 17J4 per cent 
heretofore afforded the infant tractor industry was almost com- 
pletely eliminated by the removal of the tariff on tractors not 
valued in excess of $ 1400 .^® 

As a compensation to the industry for the tariff reductions 
pig iron, bar iron, and bar steel were placed on the free list when 
used in the production of the principal harvesting and tillage 
implements. All other materials entering into implements were 
dutiable at 7^4 per cent under all tariffs and the sales tax was 

Prior to 1922 the tractor industry had grown rapidly in Canada but on an un- 
sound basis and failures were numerous in 1922-23. Fordson and International 
Harvester were dominant in the Canadian field. In 1917 Massey-Harris purchased 
a plant in Batavia, New York, for the manufacture of tractors. This Canadian 
company chose to produce tractors in the United States because of cheaper parts 
prices and because suitable facilities were available there. 
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eliminated on materials and goods consumed in implement pro- 
duction as well as on the implements themselves. These consider- 
ations seemed to have satisfied the industry and no strong objec- 
tions to the reductions were raised despite the unhappy picture 
presented before the Parliamentary committee in 1923.^^ 

In fact, after 1925 the conjuncture of higher prices and higher 
yields of wheat and other farm products created a favourable 
market for farm machinery, despite the loss of protection. The 
rates of duty prevailing throughout the implement schedule from 
1924 until the upward revision of September 1930 were hardly 
capable of affording any net protection to the industry, yet con- 
ditions on the domestic market after 1925 were such that com- 
plaints by the industry before the advisory tariff board in 1928 
and 1929 were few in number and moderate in emphasis. Firms 
appearing before the board were zealous to illustrate their in- 
ternal efficiency and their ability to withstand foreign competi- 
tion.’^^ Production in terms of volume increased from 51 to 112 
(1926=100) over the period 1922 to 1927 and in terms of value 
from 48 to 1 12, indicating the remarkably stable price level. 

Implement exports, which had suffered a violent relapse after 
the war years, amounted to over $9 millions in 1924 and had 
climbed to almost double that figure by 1930. Argentina, Brazil, 
New Zealand, Australia, France, Germany, and Spain absorbed 
Canadian harvesters, mowers, ploughs, threshers, and drills in 
large numbers. Even the United States used Canadian-made 
combines in the western states. 

The year 1929 was a year of expanding capital assets and swell- 
ing inventories, especially for firms with foreign branches, for 
they were obliged to carry stocks during the off-season to supply 
southern hemisphere markets. Since an unfortunate experience 
with long term credits in 1921-1923, however, the companies 
were stressing cash and short-payment credit sales, and conse- 

“ See Debates, Commons, 1924, III, 2212 (Garland). Letter from Massey -Harris 
expressing favorable reaction to sales tax remission. 

^ Massey-Harris had profits plus additions to surplus as follows: 1925, $3,145,245; 

$3452,255; X928, $4j575j545; 1929^ $3405}993* In proportion to size other 
implement companies had even higher earnings. Moody^s Maniml of Industrials. 
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quently their working capital positions were sound. Canadian 
field crops were reduced in value 12.4 per cent in 1929 but the 
wheat pools were able to furnish the farmer with more immediate 
purchasing power than he had previously enjoyed. Consequently, 
the domestic market for machinery was well maintained until 
1930. In that and succeeding years, however, few industries re- 
acted more violently to the depression than farm machinery, and 

TABLE 30 


Production and Value of Output, 1920-1935 


Year 

Value 

Volume 

1920 

131 

141 

1921 

102 

97 

1922 

48 

SI 

1923 

68 

69 

1924 

69 

63 

1925 

65 

68 

1926 

100 

100 

1927 

112 

112 

1928 

108 

III 

1929 

106 

112 

1930 

70 

84 

1931 

29 

23 

1932 

14 

II 

1933 

14 

15 

1934 

23 

27 

1935 

36 

46 


the restoration of protective duties of 25 per cent was ineffective 
in stemming the tide. The value of output fell from 106 per cent 
of 1926 levels in 1929 to 14 per cent in 1932 (see Table 30). 
Volume fell from 112 to ii over the same period. In 1928 the 
industry had a gross value of output of over $41 million, in 1933 
only $5.3 million remained.^® Meanwhile imports declined from 
about 100 per cent of gross value of domestic output in 1928 to 
40 per cent of the greatly shrunken 1933 production. The larger 
share of the home market, as in the steel industry, was insufficient 
to maintain a fair level of production. 


^Mackintosh, “Economic Background of Dominion-Provincial Relations,” p. 92. 
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•Before the tariff was increased in 1930 the manufacturers, with 
the exception of International Harvester, promised not to raise 
their prices except when forced to do so by higher costs. Prices on 
the average were stable in 1931 and fell between i and 2 per cent 
in 1932. A select committee of the House investigating implement 
prices in 1936 was of the opinion, however, that the tariff in- 
crease in 1930 slowed down the fall in Canadian prices as com- 
pared with the United States.^^ The committee also observed 
that the premium on United States funds, plus the special excise 
tax of 3 per cent on imports, gave Canadian producers protection 
of over 15 per cent from 1931 to 1933, in addition to the regular 
tariff.^® 

With respect to prices the two questions of greatest interest 
are ; first, the direct influence of the tariff on prices, and second, 
the degree of price control exercised by combinations of firms 
in Canada and the relation of such control to the tariff. Canadian 
firms have denied that any relation exists between their prices 
and the tariff. They contend that domestic costs of production 
determine the price charged. Since International Harvester and 
John Deere between them did 45.2 per cent of the Canadian busi- 
ness in 1936, only part of which was made in Canada, and many 
other American companies also contributed substantially (only 
about one-third of the Canadian market was supplied by purely 
Canadian firms), it seems clear that the tariff paid in bringing 
American machines and parts into Canada must have been a 
factor in supporting prices in 1931 to 1935. In 1936, however, 
the prices on many machines went up at about the time that the 
tariff was restored to the pre-1930 level. The largest Canadian 
producer, Massey-Harris, apparently has not valued the protec- 
tion afforded by the Canadian tariff too highly, as it has long 
sold two-thirds of its output abroad. In the study of the select 
committee in 1936 of prices on identical implements on either side 
of the border (where freight costs could be assumed the same) 
price spreads varied from over thirty dollars on a binder to 

Journals of the House of Commons, LXXV (1937), p. 484. 

^Journals of the House of Commons^ LXXV (1937), p. 485. 
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only a few cents on drills, and were even lower in Canada for 
disc harrows.^® In most cases, however, the Canadian farmer was 
paying prices higher than his American neighbour. The com- 
mittee observed that “This differential does not appear to be 
justified by the existing manufacturing costs in the United States 
and Canada.” It is our conclusion that in periods of relatively 
high income implement prices are indeed set independently of 
the tariff and are dependent principally on costs and market de- 
mand. In depression the tariff, if sufficiently high, may be a 
factor, though not the only one, in maintaining higher prices. 

As for price control agreements or understandings in the Ca- 
nadian market, the companies exchanged their price lists but 
denied all collusion. The select committee of the House found, 
however, that “Over the period under review, 1913 to 1936, the 
prices for the selected typical implements in Eastern and Western 
Canada have been generally the same for comparable implements 
and machines.” The committee concluded that service and 
quality competition was keen in Canada, but that price competi- 
tion was practically nil. However, since the tariff was largely re- 
sponsible for the establishing of the Canadian branch of Inter- 
national Harvester in 1903, and since that firm has been an im- 
portant factor in maintaining what competition exists in the in- 
dustry in Canada, it would be difficult to support the thesis that 
the tariff has been a monopoly breeder in this industry.^® 

At its low level of 7 per cent, it is certain that the implement 
tariff did not impose a very severe burden on agriculture. The 

“ Journals of the House of Commons, LXXV (1937) > P- 47o- 
Journals of the House of Commons, LXXV (1937), P- 473- In tt® the 

8' binder, costs were found to be (International Harvester Evidence) 4.19 per 
cent higher in the United States and labour costs 16.65 per cent higher. Taking 
into account overhead, however, and all costs combined the U. S. had a 3*34 
cent advantage. Ibid., p. 480. 

^Journals of the House of Commons, LXXV (1937) > P- 4^8. 

“For the 8' binder the International Harvester machine was reduced in price 
$10 between 1930 and 1932, $10 between 1932 nnd 1934* Massey-Harris the 
decreases for the same periods were $5 and $14 and for Frost and Wood ?s ^^<1 ?9' 
Price increases were practically the same between 1934 ®nd 1936, ?i8 for Interna- 
tional Harvester and Massey-Harris and ?i7 for Frost and Wood. 
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province of Manitoba reported in 1936, in a memorandum sub- 
mitted to the Royal Commission on Dominion-Provincial Rela- 
tions, that the implement tariff was increasing the cost of opera- 
tions of a typical’ Manitoba farm by $18.45 per annum.®® This 
represented about 5.6 per cent of the farm’s expenditure on equip- 
ment and 1.8 per cent of its total expenditure for all purposes for 
the year. 

The farm implement industry has exhibited powers of survival 
and even expansion, regardless of the tariff, whenever farm in- 
come has been reasonably high. In recent years the practices of 
the Canadian industry have closely resembled those of its United 
States counterpart, cutting output but maintaining prices during 
depression. However, the shrinkage or even disappearance of its 
market in the more vulnerable areas of this country lends some 
justification to that policy as far as the economic position of the 
industry, as distinct from the national welfare, is concerned. 
Tariffs, dumping duties, and for a time exchange depreciation, 
probably abetted this practice of price maintenance, but local 
understandings among distributors looking to stable prices within 
the industry were perhaps a much more significant factor. The 
industry has not contributed to a more stable economy and it is 
doubtful if the tariff of the depression years increased income 
or investment to an appreciable degree. 

We will next consider the establishment and development in 
Canada, under a policy of liberal tariff protection, of the leading 
representative of the durable consumers goods industries, namely 
automobile manufacturing. Although the first representative of 
the automobile industry in Canada, the Ford Company, was in- 
corporated as early as 1904, not until the war period did the in- 
dustry reach the stage of large-scale production. In all the years 
from 1904 to 1916 inclusive, only about 135,000 cars were pro- 
duced for domestic consumption. In 1917, on the other hand, 

” Manitoba’s Case, a submission presented to the Royal Commission on Dominion- 
Provincial Relations by the Government of the Province of Manitoba; Part IV 
“The Effects of Federal Tariff Policy on Western Canadian Economy” (Winnipeg: 
Kings Printer, 1937), p. 22, 
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nearly 94,000 cars came from Canadian assembly lines, and from 
that year on production was in excess of 100,000 cars per year. 

No strictly Canadian concerns have long survived. The Ameri- 
can contributions, such as patent rights, subassemblies, research 
facilities, and managerial ability, have been combined with Cana- 
dian investments of real and money capital and with profits 
ploughed back out of successful Canadian operations. Nor has the 
Canadian industry, producing on the average barely 5 per cent of 
the total North American production, proved a fortunate field of 
investment for the smaller units in the American industry or for 
those firms which do not produce low-priced cars capable of tap- 
ping a reasonably large percentage of the Dominion’s domestic 
markets. The trend towards concentration of the market in the 
hands of Ford, General Motors, and Chrysler is even more strik- 
ing in Canada than in the United States. The improved quality 
of the low-priced units has speeded up this trend. The depression 
of 1930 contributed to even greater concentration in the three 
mass producers, and centred consumer interest more intensely on 
cars having a wholesale value under $750. Several of the manu- 
facUirers, such as Packard, formerly builders only of expensive 
cars have entered the low-price field and have won back a share of 
the market.^^ 

Although not an industry truly indigenous to Canada, exports 
of automobiles to Empire markets where they have enjoyed pref- 
erences have been important in obtaining volume for the industry 
in Canada. During the years 1931-1934 Canada exported 27.6 
per cent of her domestic production, as compared with only lo.i 
per cent for the United States. 

Since rather complex changes occurred, particularly after 1926, 
we will set forth the adjustments in rates before considering the 
industry’s position in the economy and the merits of the policy 

^ Sales by the big three in Canada represented 75 per cent of the total in 1930, 
88 per cent in 1934. In 1925, 69 per cent of the sales in Canada and the United 
States was of models with wholesale prices less than $ 75 ^ j i933j percentage 
rose to 95 per cent. See: Brief of the Canadian Automobile Chamber of Com- 
merce, in Canadiap Tariff Commission, Hearings on the Automobile Industry, 
1935-36, 
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pursued regarding it. The Canadian automobile industry fell heir 
to the substantial degree of protection afforded by the 35 per cent 
blanket rate on vehicles in the 1897 tariff. The only exception or 
addition to this general tariff rate until 1926 was the 7^ per cent 
special war revenue tax for the period from February 12, 1915, 
to May 19, 1920. In April 1926 the following rates, differentiat- 
ing between cars by price classes, were introduced : 


Passenger automobiles valued at retail at not 

British 

Preference 

Intenneciiate 

Tariff 

General 

Tariff 

more than $1200 and trucks 

Passenger automobiles valued at more than 


17 K% 

20% 

$1200 

15 % 

25 % 

27 J^% 


Incidental to the tariff adjustment of 1926, the excise tax base 
was altered to give additional protection to the industry The 
revised (1926) War Revenue Act provided that the excise tax 
should not apply to automobiles unless priced above $1200 (if the 
cars came from a country entitled to the British preference) or 
to the intermediate tariff, providing the 50 per cent Canadian 
content requirement was met; and likewise that it should not 
apply to lower-priced cars of domestic manufacture if 50 per cent 
of the cost of producing the car was incurred in Canada, such 50 
per cent not to include duties and taxes on, imported materials. 

When the exemption from the excise tax was given on the 
cheaper domestically produced cars, amounting to an additional 
protection of 5 per cent on duty-paid value (the equivalent of 6 
per cent on imported value when the nominal rate of duty was 20 
per cent), a promise was exacted from the industry that this re- 
duction would be handed on to the consumer. The immediate 
effect bn the retail prices of cars in this price class was to reduce 
them by the amount of the tax. In the ensuing two years, how- 
ever, the ratio between American and Canadian prices regained 
its equilibrium position, most prices in Canada being equivalent 
to United States prices plus the full protection, or about .26 per 

““A flat excise tax on automobiles had been imposed in 1918. Since 1922 the 
excise tax had been 5 per cent of the retail price up to $1200 and 10 per cent of 
the excess over $1200. 
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cent on the dutiable value of the cheaper class of car. At hearings 
of the Canadian tariff commission in 1935-36, members of the in- 
dustry admitted the protective quality of the excise tax exemp- 
tion. They later voiced complaint at the reduction from 5 per 
cent to 3 per cent tax on imported cars under the Canada-United 
' States Trade Agreement of 1935. The 3 per cent import excise 
was removed under the terms of the 1938 Canadian-American 
trade agreement. 

The position of the Canadian manufacturers on the domestic 
market was not seriously damaged by the 1926 revision of the 
tariff, but some qualitative change did occur in imports at this 
time, as cheaper cars in the category most affected by tariff reduc- 
tions made up a larger percentage of imports than formerly. 

The tariff was again amended, as of June 1931. The general 
tariff remained 20 per cent on cars falling below the $1200 price 
class, but was raised to 30 per cent for cars selling between $1200 
and $2 100, and to 40 per cent for units selling at more than $2 100. 
A more important measure was the altered basis for valuation of 
cars for duty purposes introduced in 1931 (P.C. 297), which 
placed the maximum dealer discount at 20 per cent for duty pur- 
poses. Any difference between the value resulting from the list 
price less the discount actually allowed by the United States 
manufacturers to the Canadian distributors, and the value for 
duty under the arbitrary 20 per cent discount allowed by the 
customs department, was chargeable as dumping duty. The arbi- 
trary dealer discount was removed after the Canada-United 
States Trade Agreement was negotiated in 1935. During the 
1931-1935 period the effective rate of duty was raised as much 
as 10 per cent by this device without any change in the nominal 
tariff rates (see Table 33). The dealer discount provisions of 
1931 were apparently effective in reducing imports of both com- 
mercial and passenger cars, and the demand for domestically pro- 
duced cars was much better sustained during the depression than 
w’as the demand for imports. In 1932 2.9 per cent of the passen- 
ger cars and 3.8 per cent of the trucks consumed in Canada came 
from abroad, as compared with 23.6 per cent and 20 per cent in 
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1929. This resulted in part from some shifting of the demand 
from the higher quality units produced abroad to the popular 
makes in which the Canadian industry specialized, as well as. from 
the higher protection. After 1932, cars from the British countries 
were allowed to enter free of duty; and in 1935, under the 
Canadian-United States Agreement, rates on American cars in * 
the above price classes were reduced to i7j4, 22^, and 30 per 
cent respectively. In the 1936 adjustments the rate differentials 
between different price classes were abolished, and the intermedi- 
ate tariff, which now applied to the United States, was fixed at 
17^ per cent for all cars. 

It is clear from the above that the tariff on automobiles has been 
fairly high and that it has been used, as in the case of primary 
iron and steel and farm machinery, to secure a larger share of the 
home market for the domestic industry during depression. We 
will now examine certain price and production data for the indus- 
try and the relation of the tariffs thereto. 

The tariff has had a much more pronounced influence on auto- 
mobile prices than on prices of farm machinery. Nominal factory- 
set prices of cars in Canada, with the important exception of Ford, 
have been equal to United States prices plus the Canadian tariff. 
The Ford Company has often set its prices much lower than the 
American prices plus the tariff though its prices increased sub- 
stantially with the increased protection after 1930. The coinci- 
dence of price fluctuations in the two countries indicates the re- 
sponsiveness of Canadian to American price changes.^® The 
movement of prices of the three principal low-priced cars in the 
United States and Canada, 1930-1934 is shoAvn in Table 31. 
Whereas prices fell in the United States by small amounts, they 

^The effective rate of protection on the lower-priced cars was approximately 
26 per cent, including the benefits derived from the exemption from excise tax on 
domestic products. The higher valuations for duty and dumping duty applied in 
1931 raised the effective rate of protection to 37 per cent. The more highly priced 
cars received a higher rate under the differentiated tariff schedule, but were not 
exempted from paying the excise in 1926. Ford seldom took full advantage of its 
protection,* in 1933 for instance the Canadian price of a Ford V-8 was only 30.3 
higher than the price in the United States. 
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rose in Canada. The models changed, of course, but the changes 
were common to the two countries. 

What evidence do we have regarding differences in demand in 
the two countries that might explain the pricing policies followed? 
Production declined in Canada by about 12 per cent more than 
in the United States, as compared with 1929 levels, during depres- 
sion years. 


TABLE 31 

Average List Prices of Aiitomobiees in Canada and the United States, 

1930-1934“ 


United States Canada 

1930 1934 Decrease 1930 1934 Increase 


$ $ % $ $ ^ 

Chevrolet 675 645 4,4 948 970 2.3 

Ford 600 585 2.5 860 919 69 

Plymouth 625 585 6.4 890 900 i i 


Information collected by Canadian Tariff Commission, Hearings on the Automobile Industry, i93S-‘36 

The price policies indicate that manufacturers based their 
price policies on the expectation of a more stable demand in the 
United States than in Canada during the depression years, as they 
found it profitable to reduce prices and sustain production in the 
former market relative to the latter. The Canadian demand for 
automobiles probably would have declined more than in the 
United States, regardless of the manufacturers’ price policies. 
Since the average life of the automobile is somewhat longer in 
Canada than in the United States, a factor that is not independent 
of the higher price level for the Dominion, postponable demand 
is undoubtedly a more important factor in the Dominion, and the 
fall in incomes of the relatively greater proportion of people ob- 
taining their livelihood from agriculture and the extractive indus- 
tries certainly must have reduced the potential demand more in 
Canada than in the United States. However, the combination of 
greatly reduced consumption in Canada relative even to the 
United States, and inflexible or rising prices is significant of the 
effects of closing the market to foreign competition. 
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The Canadian automobile manufacturer has rested his claim 
for net protection and higher prices upon the lack in Canada of 
economies of large-scale production enjoyed in the United States 
and upon higher material and labour costs, higher selling expense, 
taxes, etc., in the Dominion. We will examine some of the bases 
for these claims. The following does not purport to be an exact 
or complete comparison of production costs but from data avail- 
able some conclusions regarding relative unit labour and material 
costs in the two countries may be made. 

Wage costs constituted about one-half to two-thirds of the value 
added by manufacture in the industry between 1921 and 1935 
(see Table 34 for complete cost breakdown). In 1925 the labour 
costs per motor car manufactured in Canadian and United States 
automobile plants were about seventy-five and seventy-seven dol- 
lars respectively, omitting labour costs embodied in purchased 
materials and parts.^* In 1929, however, the situation had 
changed in favour of the United States plants and comparable 
labour costs were seventy-six dollars for Canada and sixty-five 
dollars for the United States. By 1933 the spread was still more 
pronounced, about seventy-two dollars for Canada but only fifty- 
two for the United States. 

These data are, of course, a reflection of many factors and their 
absolute or even relative amounts at a particular time may not 
indicate a more favourable position for either country from la- 
bour cost point of view. Actual proportion of work done in the 
plants of the two countries as compared with total work required 
to produce an automobile from raw material to finished product 
is only one of these factors. If one assumes that the degree of 
integration existing in each country did not change materially be- 
tween 1925, 1929, and 1933, and also that relation between pro- 
duction of cheaper and more expensive cars did not change mate- 
rially as between the two countries over this period, the data do 
indicate an impairment of the relative cost position of the Cana- 

^ Basic data upon which these computations were based were obtained from 
Dominion Bureau of Statistics for Canada, and Automobile Manufacturers Asso- 
ciation for the United States. 
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dian industry. This may have been ovving to a relative rise in the 
wage rates of Canadian labour or, failing that, it may indicate 
failure to use labour as efficiently in Canada. 

To ascertain the extent of money wage differences between 
automobile workers in the two countries, a study of wage quota- 
tions for specific grades and types of labour has been made. Offi- 
cial figures of the Department of Labour in Canada and the 
Bureau of Labor Statistics in the United States have been used. 

Standard occupations were selected in sufficient number to pro- 
vide comparable pictures. Ten trades within the automobile in- 
dustry for 1925 and 1928 and six for 1934 were compared with 
respect to the wage paid per hour in each occupation.^® Six show 
higher average hourly rates being paid in the United States than 
in Canada for each year of the comparison. Often the differential 
was substantial, amounting in the case of blacksmiths to nearly 
100 ‘per cent. With the exception of sheet metal workers, who 
received slightly higher wages per hour in Canada in 1925 and 
1928, all specialized workers received higher hourly wages in the 
United States. Only the large heterogeneous groups, such as 
labourers and assemblers, received more in Canada. These groups 
probably contain more skilled individuals in Canada than in the 
more highly specialized United States industry. One trade, that 
of machinist, shows higher wages being paid in the United States 
in all but one year, 1925. Three occupations show higher wages 
being paid in Canada in two of the years, although, if the com- 
parison is carried through the depression years, labour in the 
United States industry even in these occupations received a higher 
wage near the bottom of the cycle. Of the 2 2 comparisons made, 
1 5 showed higher wages being paid in the United States, and the 
remainder showed the opposite tendency.®® In all six cases for 

^The unweighted arithmetic averages of money wages in cents per hour were 
as follows: 

ipss 1928 1924 


Canada 744 72.8 54.3 

United States 76.7 79-6 75-3 


^ From the statistical point of view, some defects in these comparisons must be 
noted. A rather wide disparity appeared between the quotations for different firms; 
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which a comparison in 1934 was possible, wages in the United 
States were much above Canadian levels, even for general 
labourers. 

The data at our command point to the conclusion that wage 
differences in this industry were comparatively unimportant be- 
tween the two countries during the more prosperous periods but 
were more significant during the depression, and the differentials 
that do exist indicate lower costs in the Canadian branch of the 
industry. The higher wage costs per car in Canada, therefore, 
can only be explained by relatively less efficient use of labour, 
mainly caused no doubt by smaller sized production units, greater 
seasonal variation in production and, most important, sharper 
falling off in demand owing to depression. 

Turning to relative costs of materials and purchased parts used 
in the industry in the two countries, Canadian tariff rates are per- 
haps our best guide. Although the Canadian industry used sub- 
stantial amounts of domestic materials, most of them are made by 
protected industries (see Table 36). 

Materials may be grouped under three principal headings, 
according to their treatment in the tariff. The three classes are 
free materials, dutiable materials with the duty subject to draw- 
back if certain prescribed conditions as to Canadian content are 
met, and, lastly, goods which can enter only over a fairly high 
tariff and the importers of which are not entitled to drawback 
except when the finished automobile is exported.^^ A 99 per cent 
drawback of duty paid on imported parts is allowed on all ex- 
ported cars. The parts or materials which enter free of duty are, 

lack of homogeneity within the trade and differences of wage scale in different 
localities account for this. The higher quotations were usually accepted as the 
more representative, inasmuch as the large firms are located in the centres where 
the rates of wages are higher. No basis of weighting is available as the number of 
employees per occupation in each establishment is not given in the official returns. 
The stability of the quotations^ over a period of years indicates a likelihood of 
unreliable quotations in some instances. The United States data provide a greater 
differentiation by subdivisions of the general occupational or trade groups. 

^ Owing to the fact that many imported parts are used for replacement rather 
than new car construction, it is impossible to determine the ratio, on a value basis, 
between domestic and imported parts used in the automobile industry. 
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for the most part, not manufactured in Canada, and with regard 
to them no problem of price differential between the United States 
and Canada can be said to arise except for minor differences in 
transportation costs and a 5 per cent spread in sales tax between 
the two countries. The value and relative importance of the free 
group, as compared with total imports of parts, is shown in Table 
32. Its growing importance during the depression and recovery 
years indicates concern for the end product industry and repre- 
sents a broad national policy. 

TABLE 32 

Percentage oe Total Parts Imported Entering Free oe Duty^ 


1929 lO.O 

1930 10.2 

1931 11*3 

1932 18.2 

1933 31-6 

1935^ 32.3 

1936 38.0 

1937 41.2 

1938 52-2 


^ Computed from information provided by Department of National Revenue, Customs Division, Ottawa. 

^ Shift from calendar to fiscal years ending March 31. 

In addition to the duty, automobile parts were subject to a i 
per cent import excise tax as of June 1931. This was superseded 
on April 7, 1932, by a 3 p)er cent tax, which was removed under 
the terms of the Canadian-American Trade Agreement of 1938. 
The Canadian sales tax exceeded that in Michigan and Ohio by 
about S per cent. Thus from 1932 to 1938 excise and sales tax 
made for a differential in price of about 8 per cent regardless of 
the rate of duty. 

The drawback provisions of the tariff on automobile parts 
reached their greatest state of complexity in the tariff of May 
1936 although somewhat similar practices had been developing 
from 1930. We will discuss the drawback as it operated after the 
1936 changes. 

The group of parts subject to import duty, part of which might 
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be refunded as a drawback to the importer if he succeeded in 
meeting certain Empire content requirements, is the most diffi- 
cult to analyze from the standpoint of cost differential. Most of 
these products entered at 20 to 25 per cent, 20 to 40 per cent of 

TABLE 33 

Change in Taetee on Automobiles Efeected by the United StateS'-Canada 

Ageeement, 1935 


Pre-Trade Agreement Situation 


List price in the United States $1000 00^ 

Less 25% dealer discount 250.00 


$750-00 

Under Order-in-Council maximum dealer discount 
was 20%. Therefore, list price less discount al- 


lowed $800.00 

Advertising and handling 9 . 00 

United States excise tax 14-36 


Value for duty $823.36 

Duty at 20% 164.70 

Dumping duty ($823 36 less $750) 73.36 

Excise tax at 5% of duty paid value 53 -07 

Sales tax at 6% of duty paid value 63.68 


Wholesale price before dealer’s commission $1104.81 


Post-Trade Agreement Situation 


List price in the United States $1000.00 

Less 25% dealer discount 250.00 


Advertising and United States excise as above. . . . $23.35 

Value for duty $773-35 

Duty at l^%% 

Dumping duty 

Import tax of 3% on duty paid value 

Sales tax at 6% on duty paid value 


$750-00 


135-34 

23.36 

27.26 

54-52 


Wholesale price before dealer’s commission 


$990.48 


Factory list price of $1000 is assximed for illustrative purposes. 
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whicli was refundable. Firms producing 10,000 units or less were 
required to meet only a 50 per cent Empire content requirement, 
whereas firms producing larger numbers of cars were required to 
meet a 65 per cent content requirement in order to earn the draw- 
back on imported parts. This proviso which discriminated in 
favour of the smaller plants was designed to keep certain branch 
firms in operation which were on the point of leaving the Canadian 
field. 

While the drawback reduced the price differential attributable 
to the tariff on imported parts by as much as 40 per cent, or in 
other words, reduced the effective rate from say 20 per cent to 12 
per cent, the content requirement would seem to have encouraged 
automobile manufacturers either to expand their operations ver- 
tically or to pay premium prices on domestic materials and parts 
to build up the Empire content of their products. 

There has indeed been some tendency toward vertical expan- 
sion by General Motors, but it conflicts with the tendency toward 
standardization of parts between the different manufacturers 
which would be a desirable development in view of Canada’s rela- 
tively small market. Vertical combination in automobile produc- 
tion in the United States has been motivated by the presence of 
monopolistic combinations among suppliers of essential parts and 
of raw materials, or by the desire to find an outlet for surplus 
investment funds accrued out of earnings. In Canada suppliers 
of materials (steel, glass, textile fabrics) are usually large firms 
with which integration is not practical because the Canadian 
automobile companies take only a small proportion of their out- 
put. 

The drawback provisions of the customs schedules, which were 
intended to encourage a larger percentage content of Canadian 
labour and materials per unit of output, reacted favourably upon 
the domestic parts industry. The value of parts imported fell 
from nearly 56 millions in 1929 to 10 millions in 1933, and the 
decline was fairly steady over the period. Selling value of product 
at works for the domestic parts industry did not experience a cor- 
responding falling off. The decline was from 32 to 13 millions 
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that was not compensated for by any substantial additional em- 
ployment of Canadian labour. The requirement of 50 per cent 
Canadian content for firms to obtain the drawback on domesti- 
cally consumed cars was only a partial remedy for the ^^assembly 
plant” situation, as, even if the firms met the content require- 
ments, it was done by incurring a penalty which they were able 
to pass on to the consumer by virtue of the high tariff. The 1936 
reduction or elimination of duty on ^^parts” not of the standard- 
ized types adapted to production for the small Canadian market 

TABLE 34 

Composite Car Cost of Production Analysis^ 


Full delivered price to consumer < 

exclusive of freight and 


license 



$914.56 

Retained by dealer 



21348 

Delivered price to dealer, f.o.b 



701.08 

Sales tax 



37-35 

Amt. realized by the manufacturer 



663.33 

Factory cost 




Imported material 


$150.31 


Imported material included in Canadian pur- 



chases 


48.42 


Duty and excise tax upon imported material 



less drawback 


39.09 




$237.82 


Purchases of Canadian supplies 

ex-imported 



materials 


207.19 


Productive labour 


51-74 


Overhead expenses 




Depreciation, 

. . . $20.63 



Maintenance of plant 

11-09 



Tool and die costs 

14.70 



' Non-prod, labour 

29.59 



Salaries of superintendents 

749 



Miscellaneous 

27.60 





III. 10 


Manufacturing costs 



607.85 

Margin to cover commercial expenses and profit. 

. 

$554$ 


a Source— Schedule 77 in ReJ^ori of the Canadian Tariff Commission on the Automotive Industry, 
1935-36. This cost breakdown was represented as typical for the industry. 
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was a commendable step. Sound policy should induce the manu- 
facturers to produce only those lines best adapted to Canada and 
to the export markets of the Dominion, namely, the smaller, low 
priced units each of which can hope to enjoy a reasonably large 
volume of sales, and to duplicate most of the cost reducing fea- 
tures of the American industry. 

To properly evaluate public policy with respect to this industry, 
some comment upon the absorptive capacity of the Canadian 
market is necessary, although precise statement is incompatible 
with our fragmentary data bearing on elasticity of demand for 
this product. Potential demand, together with possible economies 
of large-scale output, should be the ultimate guide of government 

TABLE 35 

General T.aeite Rates Pay.able on the Principal Parts” 


Article 

In Effect 

April 1926 

In Effect 

Dec. 1935 

Effective January r, 
1936 ■ US -Canada 
Trade Agreement, 
Intermediate Tariff 

Engines and parts 

27 X% 

27 ) 4 % 

25 % 

Castings 

27 ^% 

27 ) 4 % 

25% 

Forgings 

Manufacture of iron and steel 

30% 

30% 

27 ) 4 % 

n.o.p 

30% 

35 % 

25% 

Manufactures of aluminum . . . 

25 % 

30% 

30% 

Grinding wheels 

25 % 

30% 

25% 

Electroplated parts 

35 % 

45 % 

3 °% 

Electrical apparatus 

273^% 

30% 

25% 

Electric generators 

27 ) 4 % 

i 7 ) 4 % 

30% 

Machine tools 

27 }i% 

35 % 

25% 

Cotton manufactures 

35 % 

35 % + Ai lb. 

30% + 3 ) 4 ^ lb. 

Cotton fabrics (unbleached) . . , 

25% 

2 S%-H 4 |i!lb. 

20% + 3 ) 4 ^ lb. 

Cotton fabrics (bleached) . . 

25% 2 

7 X%-f 4 f!lb. 

223^% + 3 ) 4 ^ lb. 

Imitation leather 

30% 

35 % + 4 ^ lb. 

40% + 32 ) 4 ^ lb. 

Wool fabrics 

35 % 

40% + 35 ?^ lb. 

40% + 32)4i lb. 

Hot rolled tool steel 

Hot rolled steel strips, No, 14 

I 2 i!^% 

15% 

123 ^% 

or thinner 

123^% 

15 % 

15% 

Coal (slack) 

50^ per ton 

75 i 

7 Si 

Machinery 

27 J^% 

25% 

25% 

Machinery not made-in-Canada 

27 >^% 


20% 


* The quotations are nominal rates from which the drawback refund is deductible. 
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policy. Although the automobile density of the Canadian market 
is far in excess of that of European and South American countries, 
it is but slightly more than one-half that of the United States. In 
1935 it would have required in the neighbourhood of one million 
additional motor cars (over four years’ total production for the 
industry) for the United States automobile density figure to be 
attained in Canada. There are, however, factors peculiar to the 
Canadian population that probably preclude the American per 

TABLE 36 

Duties on Peincipal Parts Produced in Canada, 1936 
Intermediate Tariff 

Percentage 
Rate of Duty®- 


Axles 17 H% 

Batteries (storage) 25 

Bodies and cabs 27)^ 

Brakes and parts 

Bumpers and bumperettes Free 

Cables and wire assemblies 22}^ 

Clutches 17}^ 

Glass, laminated 25 

Lamps, incandescent miniature 30 

Piston rings Free 

Radiators, complete 20 

Radiator cores 20 

Springs, chassis 30 


® Most of these rates are subject to drawbacks if 40% to 65% content requirements are met. 

capita consumption figure being reached in the Dominion. The 
somewhat greater diffusion of income in the United States, the 
greater proportion of the population engaged in mining, lumber- 
ing, and fishing in Canada, and the severe climatic conditions in 
many sections are considerations restricting the wider utilization 
of motor cars. The somewhat higher cost of gasoline and lubri- 
cants in Canada probably discourages a few potential consumers 
of the low income groups. The dominant rural proportion of 
Canadian population should widen the potential automobile mar- 
ket, for in the United States farm owners are larger per capita 
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purchasers of cars than are town dwellers.^® The degree of exploi- 
tation of its potential market by the Canadian industry depends 
partly upon price but also upon the attainment of a higher degree 
of stability in the economic life of the country as a whole. Uncer- 
tainty regarding future income is a substantial deterrent from 
motor car buying. 

Our analysis of the fourth and last important industry consid- 
ered here is largely based on the published report of the Royal 
Commission on the Textile Industry of 1938. The textile industry, 
like most consumer goods industries, expanded during the war 
years. The consumption of raw cotton increased from 77 million 
pounds in 1913 to over 96 million by 1920. No new firms entered 
this division of the industry, however, and three large firms con- 
tinued to dominate.^** Expansion in the woolen industry where 
no such concentration existed brought an increase in the number 
of plants from 52 in 1915 to 66 in 1920.®® This growth took place 
while the tariff remained at 1907 levels except for the revenue 
duties imposed from 1915 to 1920. The rates under the British 
preferential tariff ranged from 15 to 25 per cent ad valorem de- 
pending upon the degree of manufacture of the protected product. 
Thirty per cent was the highest of the preferential rates at this 
time. Intermediate rates were about 5 per cent and general rates 
7^4 per cent above the British preferential level. 

The trend of tariff rates was downward during the ten years 
following 1920. In 1922 there was a reduction of 234 per cent ad 
valorem affecting most classes of goods under the preference. 
Grey cotton fabrics were cut to 1234 per cent, and woolen and 
worsted fabrics to 2734 per cent. In 1923 the effective level of the 
tariff was reduced by the provision granting 10 per cent discounts 
on duties over 1 5 per cent when goods were brought without trans- 
shipment from any country entitled to the preferential rates. In 
'1928, after the advisory board on tariff and taxation investigated 

^ Based on information obtained from Automobile Manufacturers Association. 

Canadian Cottons, Ltd., Montreal Cotton Ltd., and Dominion Textile Ltd., 
were the principal firms, 

^Report of the Royal Commission on the Textile Industry, pp. 44-45. 
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the industry, decreases were made in all three columns of the 
tariff. Two and a half per cent was the commonest reduction. 
These changes were, of course, of only transient importance since 
they were soon followed by the basic change in the trend of the 
tariff in 1930. 

The tariff reductions of 1922 caused little interruption in the 
textile industry’s physical growth. By 1925 Canada was import- 
ing about irs million pounds of raw cotton per year. Specialty 
plants developed and branches of American firms were estab- 
lished, one in Drummondsville in 1921, another at St. Hyacinthe 
in 1926. Except for the establishment of a silk fabric industry in 
1922 and a rayon industry in 1924, the other divisions of the tex- 
tile industry marked time in the 1920’s.®^ Woolens and worsted 
products fell on hard times as the number of mills declined from 
66 in 1920 to 46 in 1930 despite the expansion of the consumer 
demand for higher class clothing in the country as a whole. 
Profits, while subject to considerable variations, were quite good 
during the period. Wages, while considerably below the standards 
for labour in general in Canada, rose 2 to 3 cents an hour between 
1926 and 1930 in cottons, silks, and knit goods, and lesser 
amounts in woolens, hosiery, and carpet manufacture. 

The textile industry did not undergo cyclical fluctuations in the 
post-war period comparable to those in other major industries, for 
it was in an advantageous position with respect to raw materials 
and labour. Price reductions in raw materials, particularly raw 
cotton, were drastic, and labour was not in a strong bargaining 
position in the principal centres of textile manufacturing.®^ The 

Heretofore Canada has produced only silk thread. The tariff on silk fabrics 
was increased from 27?^ per cent to 32^^ per cent in 1928. Rayon production was 
started by the Courtauld Company in Cornwall in 1924. Canadian Celanese began 
production in 1927. The production of artificial silk increased from 307,528 pounds 
in 1925 to 13,622,629 pounds in 1936. Imports remained stable at 1,000,000 to 
2,oOo,ooo pounds per year. The tariff of 1923 provided for duties of I2j4— 17/^—22 54 
per cent for yarns and i 7 j 4 - 32 j 4-35 per cent for fabrics. Courtauld and Canadian 
fplanesp are branches of British and American companies. 

®®Raw cotton fell in price from 44.34^ a pound in 1920 to 17.18^ in 1921. In 
1928 it was 2i.44«S and in 1932 8.S4«S- Raw wool fell in price over 70% between 
1928 and 1932. See Recent Economic Tendencies, Table 22. 
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general amplitude of cyclical changes may be ascertained from 
crude employment data, although some adjustments for improve- 
ments in technical efficiency are necessary. For all textile indus- 
tries a low of 86-5 per cent of the 1926 level of employment was 
reached in 1921 and a high of 107.2 in 1929.®® Changes from 
year to year were remarkably small even after 1929. 

The tariff changes in the textile schedules made in September 
1930 supplemented existing ad valorem rates with specific duties 
and, in some instances, raised existing ad valorem rates as well. 
The textile tariff, over all, underwent its most substantial increase 
since 1879. By combining groups of items formerly differentiated, 
the 1930 changes simplified the complex textile schedule. In some 
cases the British margin of preference was widened, but at much 
higher levels than before. In a report made in 1935 the tariff 
commission estimated the effects of the changes of 1930 on the 
average ad valorem rates on textile manufactures.®^ On grey cot- 
ton the preferential rate increased from 12.5 per cent in 1929 to 
22.9 per cent in 1931. Printed cotton increased from 18 per cent 
in 1929 to 23.9 per cent in 1932, and artificial silk from 17.8 per 
cent to 43.2 per cent over the same period. The motive for the 
adjustments of 1930 and 1931 was to increase the number of 
manufacturing processes carried on in Canada, consequently pro- 
tection was increased on the earlier and more fundamental stages 
in the production process. 

Formal increases in rates were only a part of the enhanced pro- 
tection received by the textile industry between 1930 and 1935. 
The period was notable for currency devaluation, extra dumping 
duties, and high and arbitrary valuations for duty imposed by the 
customs department. Inasmuch as these increased the amount of 

^Recent Economic Tendencies in Canada, Table 13. 

Tariff Commission, reference 83, January 17, 1935. Average preferential rates 
on cotton yarn increased from 11.5 per cent in 1929 to 15.8 per cent in 1932; on 
bleached cotton from 15 per cent to 22.8 per cent; on dyed yam from iS per cent 
to 23.9 per cent. These duties are exclusive of import excise which amounted to 
I per cent, June 2, 1931 to April 6, 1932, 3 per cent April 7, 1932 to April 1934, 
and 1 per cent thereafter till their removal as far as British countries were con- 
cerned on March 22, 1935. 
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duty paid, they are reflected in the ad valorem equivalents given 
above. The nature and effect of the multiplicity of duties imder 
the general tariff is brought out clearly in the charges imposed on 
grey goods imported from the United States in May 1932.®“ Grey 
sheeting having an invoice value of $51.66 bore at that time a 
total duty of $49.08. This consisted of the regular ad valorem 
duty of 25 per cent on a value of $67.02 as determined by the 
minister of customs, a specific duty of $14.03, an import excise 
tax of $2.93, and a special or dumping duty of $15.36. The last 
was the difference between the invoice price of $51.66 and the 
valuation for duty of $67.02. Without the special valuation for 
duty, the complementary dumping duty, and the discriminatory 
import excise tax the duty would have amounted to about $28.69. 
About a 71 per cent increase in duties resulted from the so-called 
administrative features of the act and the special excise tax.®* 

The trade agreements of the 1930’s brought some scaling down 
of the level of protection that had been given the industry in 1930 
and 1931. Under the United Kingdom Agreement of 1932 the 
specific duties on the chief cotton items were reduced to about one 
third of former levels. Fine quality cotton yarns were made free 
if entitled to the British preference. Specific duties on woolens 
were lowered by 25 per cent. In April 1934, after an investigation 
by the tariff commission, the minimum duty on artificial silk was 
reduced from 28 cents to 20 cents per pound under the British 
preference. The United States was, of course, given the advan- 
tages of the intermediate tariff after January i, 1936, and the 
harshness of the valuation procedure was tempered as a result of 
the first trade agreement with the United States. British rates 
were again lowered after a tariff commission hearing of 1936. 

^Report of the Royal Commission on the Textile Industry, p. 79. 

®®The valuation clause of the Customs Act under which the special duties were 
applied was not applicable to Britain after 1933. Consequently their discriminatory 
effect was increased as far as the Urdted States was concerned. Similar percentage 
increases in normal duties on other commodities amounted to 51 per cent on flan- 
nelette from the United States and 59 per cent on knitted wool from that country. 
That British exporters were hit at least equally hard is made clear in the Report of 
the Royal Commission on the Textile Industry. 
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Specific duties were eliminated from the compound levies and the 
ad valorem portion of the duties or a little higher assessments 
were retained on cotton yarn, the principal cotton fabrics, and 
artificial silks. Reductions of 2 to 5 per cent on the British list 
were made in 1937, consequent upon the Canada-United King- 
dom Agreement of that year. Despite these reductions it is appar- 
ent that the textile industry was among the major beneficiaries of 
the high tariff policy of the 1930’s. 

How did the industry as a whole fare under this protection? 
Though raw cotton imports fell from about 139 million pounds in 
1929 to 93 million in 1932, textile production in 1933 was still at 
96.1 per cent of 1926 levels. Thread, yarn, cloth, hosiery, and 
knit goods gave evidence of exceptional stability. Employment 
figures show that the industry weathered the depression much 
better than Canadian industries in general. In cotton yarn and 
cloth, employment at the low pwint of the depression in 1933 had 
fallen only 23 per cent. Despite this comparatively good showing 
the cotton division was the hardest hit in the industry. Woolen 
yarn and cloth production fell behind the 1929 level for only one 
year, and then by 8.8 per cent. When the substantial specific 
duties added in 1930 became effective, the woolens industry be- 
gan a steady rise in employment to a level, in 1936, of 58 per cent 
above 1929. This industry had been languishing in the 1920’s as 
has been noted above. Knit goods and hosiery, more prosperous 
than woolens in good times, by 1933 reached a low in employ- 
naent of 88.2 per cent of 1929 levels. Silk and artificial silk pro- 
ducers apparently were immune to depression and more than dou- 
bled their scale of employment between 1929 and 1934. 

The share of domestic industry in the home market for nearly 
all textile products expanded rapidly after 1930. This trend was 
particularly evident in wool fabrics, silks, artificial silks, and 
hosiery. Cotton alone, despite its protected position, showed the 
opposite tendency. Although Canada’s production of grey cotton 
fabrics increased from 53.7 to 74.3 per cent of domestic consump- 
tion between 1929 and 1933, the share of the domestic industry 
in the bleached goods field declined 5 per cent by 1933. In col- 
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cured cottons home industry enjoyed 67.2 per cent of the market 
in 1931 and 80 per cent in 1933.®'^ Cotton textiles as a whole in- 
creased their share of the Canadian market from 66.8 per cent 
in 1929 to 76.9 per cent in 1933. Perhaps an important factor in 
the relatively poor showing of the cotton industry as compared 
with silk and wool was the fact that individual firms in the cotton 
industry were larger and the market was dominated by compara- 
tively few producers. The smaller size of firms in other lines made 
for greater ease of expansion and encouraged new firms to estab- 
lish themselves behind the tariff wall. The only really important 
export of the textile industry after 1930 was silk hosiery, the pro- 
ducers of which were practically supreme in the home market as 
well. 

Price levels in the textile industry exhibited considerable sta- 
bility, particularly when compared with price changes in the raw 
materials from which its major products are derived. Raw cot- 
ton, raw wool, and raw silk prices fell by S7-3, 48.6, and 64.6 per 
cent respectively between 1929 and 1932. Cotton fabrics prices 
fell a maximum of 24.9 per cent, wool cloth 26.9 per cent, and silk 
fabrics 43.8 per cent over this period. The more drastic decline 
of the latter is, of course, related to the rise of the rayon industry. 
Rayon viscose yarn steadily declined in price throughout the de- 
pression, reaching a low of 54.3 per cent of 1929 levels by April 
1937. This in spite of the fact that it had ample tariff protection 
and that competition in Canada is limited to two companies.®® 
Silk hosiery, which managed to dominate the domestic market 
almost entirely, fell in price about 33.3 per cent during the de- 
pression period.®® 

The report of the Royal Commission on the Textile Industry 

®^The year 1933 rather than 1931 or 1932 was selected in order to give the tariff 
changes of 1930 and the changes in the preferences in 1932 opportunity to show 
their effects. 

The Canadian rayon market is not subject to much foreign competition except 
in acetate yarns other than celanese because the Canadian producers are sub- 
sidiaries of members of the international cartel which operates in* the world market 
for this product. See Tariff Commission. Reference S3, i 95 S- 

Report of the Royal Commission on the Textile Industry, p. 100. 
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made a significant comparison of price and price indexes from 
1929 to 1935 in relation to prices prevailing in the United King- 
dom and the United States for similar products. The commission 
concluded: . . throughout the depression Canadian prices were 

maintained at a higher level than those that would have prevailed 
had imports been free to enter under the tariff duties prevailing 
prior to September, 1930, and without the restrictive effects of 
currency valuations and special customs appraisals. . . . the 
effects of customs duties and appraisals may be measured by say- 
ing that, without these changes, prices of textile products in Can- 
ada would probably have fallen from 40 to 50 per cent by 1932 
from the 1929 level, instead of only 25 to 30 per cent, on the 
whole.” 

Regarding profits in the industry the commission stated: “On 
the whole the record shows that the textile industry in Canada 
has fared well. This industry came through the depression period 
in a manner which many other industries might envy.” High 
tariffs had increased its share of the home market, and low prices 
of raw materials and labour made it unnecessary for the industry 
to share with either the primary producer or labour the fruits of 
its protected position. 

The application of protective duties and administrative pro- 
tectionism to the principal secondary manufactures discussed in 
this chapter must be judged by standards different from those 
used in evaluating the results of the National Policy in the iSSo’s. 
In the post-war decade emphasis was placed less on developing 
new industries than on safeguarding capital investment in going 
concerns and encouraging vertical expansion of the manufactur- 
ing processes. During the period of relatively full employment 
and high national income in the 1920’s care was taken to remove 
protective duties not essential for maintaining the profitable oper- 
ation of existing concerns selling their products to agriculture and 
the other export industries. This policy met with a good measure 
of success, buttressed as it was by capital imports and profitable 
export markets. 

Report of the Royal Commission on the Textile Industry, p. 104. 
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When depression invaded Canada from abroad in 1930, higher 
tariffs were the first line of defense resorted to against falling 
prices, business losses, and unemployment. The success or failure 
of this policy depended ultimately upon whether sufficient income- 
creating investment could be stimulated in iron and steel, farm 
machinery, automobile production, and other industries to offset 
the depressing effect of rigid or increasing money costs on the 
depression-vulnerable export industries and of rigid prices on con- 
sumer expenditures. Judged by this criterion the policy was un- 
successful as far as the industries surveyed above were concerned. 
They did not expand investment but, with the exception of tex- 
tiles, contracted production and emplo3mient by more than the 
reduction in total national income. The increased share that they 
were able to capture of the domestic market, shrunken almost to 
the vanishing point as far as durable consumers goods and capi- 
tal equipment were concerned, was insufficient to support profit- 
able production. Only in the fields of semi and non-durable con- 
sumer goods, as represented by the textile industry, might a 
different verdict be obtained. Production in that industry was 
well maintained and some new investment was made. 



CHAPTER XVI 


CONCLUSION 

This concluding chapter is, in the main, a summary of some of 
the principal economic and political results of Canadian tariff 
policy as it developed after 1867, for the lessons of this period best 
point the way to future policy. The tariff-making function was 
entrusted to the Dominion in 1867 primarily to provide the federal 
government with the most important source of public revenue then 
available and to insure uniform rates of duty on goods entering 
the various parts of the country. Elimination of trade restrictions 
between the several provinces was also accomplished; this was an 
end long sought by powerful advocates of economic and political 
unity, including Durham, Sydenham, and before them the colonial 
merchants from the earliest decades of British rule in Canada. 
Control of the customs was, of course, indispensable to the federal 
government if a national economy was to be superimposed ori the 
colonial economies which had already adopted policies aimed at 
regional self-sufficiency, the precept and example of the imperial 
government notwithstanding. 

With this authority, however, went responsibility for deciding 
between an active or a passive role for the tariff. Should its func- 
tion be fiscal only, as maritime economic interests seemed to re- 
quire and as British economic thought insisted, or should control 
rather than merely taxation of import trade be its primary object? 
After twelve years of hesitation on the part of politician and pub- 
lic alike, the latter point of view prevailed. The historic decision 
in favour of protection, taken in 1878, was reaffirmed in subse- 
quent tariff changes, particularly those of 1897, 1907, and 1930. 
Both the domestic economy and politico-economic relations with 
the Empire and the United States have felt the consequences of 
this decision. Some of these consequences, referred to in previous 
chapters, will be reviewed here. 
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We turn first, however, to one aspect of protectionism not dealt 
with as such heretofore in this study, namely, the regional inci- 
dence of the tariff. In a federal system the regional incidence and 
benefits of the tariff are questions fundamental to the preservation 
of national unity. In Canada studies supplementary to many 
Royal Commission Reports have emphasized the inequality with 
which the burden of the tariff falls upon the different provinces. 
The case of a province dependent upon a so-called exposed in- 
dustry was well stated in the submission of the province of Sas- 
katchewan to the Royal Commission on Dominion-Provincial 
Relations : 

While the tariff has given little support to the few small manufactur- 
ing industries which Saskatchewan does possess, it has imposed a heavy 
annual charge or tax upon the one great unsheltered export industry 
of the province. The Saskatchewan wheat growers have been compelled 
to purchase goods in an expensive protected market with the proceeds 
of exports sold in the competitive markets of the world.^ 

In depression the difficulties of primary producers are intensified, 
the report continues : 

For the presence and the operation of a high protective tariff make the 
possibility of adjusting other prices in the Canadian economy to meet 
the sharp decline in the cash incomes of primary producers extremely 
remote. 

Inasmuch as primary production is regionally concentrated in 
Canada, the inequities of the tariff are intensified. A much larger 
percentage of the production of Ontario and Quebec is sold on the 
protected markets of Canada than that of the western provinces, 
though the difference in this respect between the central and Mari- 
time groups is not very striking, as Table 37 reveals. 

^ Pfovince of Soskotckewan, A Submission by the Government of Saskatchewan 
to the Royal Commission on Dominion-Provincial Relations (Canada, 1937) » Pro- 
pared under the direction of Hon. J. C. Davis, K, C.j Attorney-General of Sas- 
katchewan (Regina: King's Printer, 1937)) P- 228. 
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TABLE 37 

Distribution by Provinces op Production Values in 1931® 



Sold under 

Protected Conditions 
% 

Sold on an 
Exposed Market 
% 

Prince Edward Island 

79-41 

20.59 

Ontario 

77-58 

22.42 

Quebec 

76-03 

23-97 

Manitoba 

73-74 

26.26 

Nova Scotia 

7244 

27.56 

New Brunswick 

63.98 

36.02 

Alberta 


38.20 

British Columbia 

54-37 

45-63 

Saskatchewan 

50-96 

49-04 


^ Briiish Columbia in the Canadian Federation, 1938, A Submission Presented to the Royal Conimis' 
sion on Dormnion-Provindal Relations by the Government of the Province of British Columbia (Victoria* 
B. C . King’s Printer, 1938), Table 167. 


It must also be borne in mind that substantial compensations have 
been given to the unprotected industries of the western provinces 
by way of railways and provincial grants made out of federal 
funds largely derived from customs duties. The most thorough 
study which has been made of the relative costs and benefits de- 
rived by the various provinces from the protective tariff, that of 
the late Dr. Norman Rogers, revealed that only Ontario and Que- 
bec derive a net gain from the tariff.^ These two provinces were 
gainers to the extent of $15.15 and $11.03 per capita annually for 
the period of the Rogers study. The other provinces had net losses 
ranging from $11.67 in the case of Nova Scotia to over $28 for 
Saskatchewan. Statistical studies of this kind are necessarily 
incomplete, and indirect benefits, such as those derived from the 
expenditure of federal revenues realized from duties, were not 
taken into account. The point should also be made that retarded 
adjustment of cost-price relationships in agriculture, fishing, and 
the extractive industries, which aggravated the uneven inci- 
dence of the tariff, was common to the United States as well as 
Canada in the interbellum period, though probably to a lesser 
degree. 

^ Nova Scotia, Provincial Economic Inquiry (Halifax: King’s Printer, 1934). 
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Since we do not propose here to attempt a conclusive answer 
to the question of how the direct burdens and benefits of the tariff 
have been distributed between the provinces and regions of Can- 
ada, a question that was only in part answered in the Report of 
the Royal Commission on Dominion-Provincial Relations, only 
the following statement is made. The view commonly held that 
individual incomes have been drastically reduced and standards 
of living lowered in eastern and western Canada because of the 
tariff is probalbly unfounded. The tariff, in its protective aspects, 
has had two important consequences to the economies of the Mari- 
time and western provinces. By increasing the costs of certain 
producers’ equipment it has limited the exploitation of margina l 
lands, mines, forests, and fisheries. The result has been to reduce 
gross income and perhaps also to limit the population that the 
primary industries of these provinces can support. Secondly, the 
tariff has reduced the real incomes of the people of those prov- 
inces during periods of drastic price collapse in export markets, 
inasmuch as it has contributed to inflexibility of durable con- 
sumers goods prices. The terms of exchange have undoubtedly 
been weighted in favour of central Canada by the tariff, more so 
in depression than in prosperity, but the quantitative extent of 
this disability, we believe, has not been as great as frequently 
assumed. The subject, however, awaits more specialized study. 

We now turn to the effects of the'taniff on the structure of Cana- 
dian manufacturing industries. The tariff has been the principal 
factor in the establishment of many new firms, largely of the 
assembly type, in Ontario and Quebec, close to the principal 
markets of the country. In recent decades most of these firms 
have been producers of durable consumers goods. The manu- 
facturing processes requiring heavier investments of capital and 
providing more employment of labour have been slow in coming 
to Canada. This has been owing to the limited size of the Cana- 
dian market, the United States tariff which has made it difficult 
to sell surplus manufactured goods in that country, higher costs 
of capital equipment in Canada, and the economies to be realized 
through mass production of parts in Britain and the United States. 
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The automobile, radio, and refrigerator companies are cases in 
point. A tariff applied with greater selectivity and with more ap- 
preciation of the potentialities of self-sustaining industry in Can- 
ada would have made for a more firmly established industrial 
economy. 

A sounder policy would have denied tariff protection to firms 
dependent entirely on imported parts, but would have provided 
more substantial encouragement to standardized parts manu- 
facturers in the low-priced automobile, electrical goods, and farm 
machinery fields. The emplo3nment and investment thus stimu- 
lated would, it is believed, have more than offset losses due to the 
elimination of certain firms such as producers of high-priced auto- 
mobiles and household appliances. Without the larger market 
that only such well-selected producers can hope to command in 
Canada, self-sustaining industry capable of competition with 
foreign producers without tariff protection is not to be expected. 
In summary, it is believed that tariff policy should aim at the 
establishment of a limited number of firms which are industrially 
integrated with domestic parts manufacturers and primary pro- 
ducers and which can command a substantial volume of sales 
even in a relatively small market. The alternative, protection to 
all and sundry finished product manufacturers willing to set up 
assembly operations, results in less employment, higher consumer 
prices, and a vulnerable industrial structure. Selective protection 
would also not be subject to the charge of restricting competitive 
market forces since the bargaining power of the finished goods 
producers would be sufficient to maintain prices close to costs 
among parts manufacturers, and since competition from foreign 
producers of, for example, higher priced automobiles, would pro- 
tect the consumer against exploitation by manufacturers of pro- 
tected lines. 

The protective tariff, indeed, has been closely linked in the 
minds of many of its critics with restrictions on freedom of com- 
petition, and in some cases with clearly monopolistic pricing prac- 
tices engaged in by single firms or combinations of firms safely 
ensconced behind tariff barriers. The government of Canada has 
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taken cognizance of this linking of the tariff with combinations in 
restraint of trade by vesting in the courts and, in 1935, in the 
tariff commission, responsibility for suspending tariff protection 
if combination or monopolistic pricing was found to exist in pro- 
tected industries. The relation of the tariff to price maintenance 
agreements and the like, however, has seldom been clearly estab- 
lished in Canada. Perhaps this has been attributable to the pro- 
pensity of higher tariffs to call into existence new firms, usually 
branches of United States parents, established to exploit Canadian 
and Empire markets from behind the tariff wall. The presence 
of these new firms has given the appearance, at least, of intensified 
competition until the weaker establishments have fallen by the 
wayside or have been absorbed into larger combinations. This 
was a phenomenon of the 1890’s, the early 1920’s, and, there is 
evidence to believe, of the later 1930’s. That the tariff has estab- 
lished narrow limits to the size of the market available to Cana- 
dian buyers of many manufactured lines is undisputed. That thus 
limiting the size of the market has made for imperfect competi- 
tion if not collusive pricing and price maintenance agreements 
among domestic producers seems altogether probable, though the 
evidence of price control through formal agreements is not strong. 

Protected industries in which combinations have reduced com- 
petition are cotton textiles, sugar refining, and perhaps farm 
machinery. In general, however, the monopolies, su^ as alumi- 
num, nickel, and chemicals, are not based on the tariff, and have 
international ramifications so that competition would not be 
created simply by the removal of any duties that now exist, s 
Dr. Reynolds has observed: “Where price control has been estab- 
lished in Canada but international ties are weak, as m cement, 
sugar, hardware, farm implements and most iron and steel pro - 
ucts, tariff reductions might be expected to weaken the effectiy - 
ness of domestic price control.” « But where Canadian and for^gn 
firms operate in close agreement, this result wouU not f oBow. One 
of the outstanding combinations in Canadian history, that of th 

•Lloyd G. Reynolds, The Control of CompetUion in Canada (Cambridge: Har- 
vard University Press, 1940) » P- ^ 9 ^- 
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coal dealers of Ontario cities in the i88o’s, was but an extension 
of a United States combination and was unrelated to the tariff. 
Many recent combinations have been similar in character. 

Some observations will now be made on the influence of pro- 
tection on the cyclical and secular patterns of the economy. In 
some countries, notably Australia, one important argument for 
protection has been its alleged capacity to make for greater na- 
tional self-sufficiency and, therefore, for less dependence on 
erratic world market prices for raw materials. As a young 
country with a large portion of her area devoted to one-crop 
agriculture dependent on export trade, Canada has been most 
vulnerable to crises of external origin. Her backlog of manu- 
facturing industry in the central and Maritime provinces has miti- 
gated the severity of these shocks. However, her experiments with 
the tariff, during the maturer years of her industrial history at 
least, do not inspire confidence in that instrument as a device 
either for securing crisis-free industry or for stimulating new 
investment and employment opportunities. Such industries as 
steel, automobiles, and farm machinery have not aided in preserv- 
ing full employment or opening new channels for investment in 
depression periods although the non-durable consumer goods in- 
dustries, such as textiles, have been relatively stable. Protected 
capital and durable consumer goods industries have curtailed 
production and maintained prices to a much greater degree than 
lay within the power of more exposed industries. In 1930 and 
thereafter a forthright policy of using the tariff as a counter- 
depression measure was embarked upon without much success. 
A more self-sufficient economy might, of course, experience dif- 
ferent results, but it is doubtful whether a condition of economic 
stability could be obtained through protection without the sever- 
est political and social repercussions. A policy of selective pro- 
tection as outlined above would accomplish more in this direction, 
particularly if applied to commodities with low elasticities of 
consumption. However, a public policy committed to the main- 
tenance of minimum levels of investment through public works 
or other means is a more logical and certain method of achieving 
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Stability without creating the long-run burdens of protecting weak 
and ill-adapted industries. 

As for the more fundamental effects of protection on the secu- 
lar trend of national income, it is clear that, up to 1939, the 
exploitation of virgin natural resources was not much impeded 
by higher costs attributable to the tariff, although these costs were 
a limiting factor in the development of certain marginal areas. It 
is not to be construed, however, that the output of all protection- 
supported industries has been net gain. Offsets are the potential 
production of many secondary industries, such as base metal 
fabricators, non-metallic mineral refiners, and construction mate- 
rials producers, which would probably have been established in 
Canada if equipment costs had not been increased by the tariff. 
It must also be recalled that free access to the United* States and 
other foreign markets for the secondary products of Canada’s 
extractive and agricultural industries could probably have been 
won on several occasions, notably 1911, if she had been prepared 
to sacrifice protection to some of her high-cost capital and con- 
sumer goods industries. This study has not been sufficiently com- 
prehensive in its quantitative economic analysis to specify the 
tariff’s relation to national income in all its aspects. It is sug- 
gested, however, that the effect of protection on secular trend has 
been less than commonly believed to be. On the other hand, it is 
held that if Canada had kept her tariffs at revenue levels without 
receiving reciprocal concessions in foreign markets, the results 
would not have been advantageous as compared with the actual 
levels of national income enjoyed. 

We now turn to a review of the politico-economic effects of tar- 
iff policy on Canada’s principal external relations. Owing to the 
overshadowing importance of Canadian commerce with the United 
States during the colonial and post-Confederation periods, politi- 
cal relations between the two countries have frequently reacted to 
changes in the tariff. Entrance into the colonial markets, particu- 
larly of the Maritime colonies, was a cause of protracted dispute 
between the Empire and the United States in the 1820 s. In- 
creases in the Canadian duties in the later iSso’s heightened 
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United States feelings against Canada and Britain and hastened 
the end of reciprocity. The abortive commercial union movement 
of the i88o’s and the reciprocity negotiations of 19 ii intensified 
political feelings for a time within and between the two countries. 
On the other hand, the Canadian-American agreement of 1935 
went far to smooth the ruffled feelings induced by the Hawley- 
Smoot tariff and the Ottawa agreements. That no permanent ill 
effects to Canadian-American political relations have resulted 
from antagonistic tariff policies is due to over-riding security 
motivation on the part of Canada and security as well as economic 
considerations on the part of the United States. In general, the 
tariff has been a consideration of secondary importance in Cana- 
dian-United States political relations as compared with boundary 
disputes, the fisheries question, and other more spectacular if 
ephemeral matters. 

In the realm of political-economic relations within the Empire, 
Canadian aspirations first for customs-making autonomy and 
later for tariff protection have had some obvious effects. Tariff 
autonomy, in effect won by Galt in 1859 though nominally be- 
stowed by Britain thirteen years earlier, was the economic coun- 
terpart of the privilege of responsible government attained in 
1849. The use of this tariff autonomy has played a secondary but 
important part in changing the status of the Dominions in the 
British Commonwealth. Dissatisfaction with British representa- 
tion in commercial relations with foreign countries led to inde- 
pendent diplomatic representation in foreign capitals for the 
Dominions. The alleged failure of the British commissioners to 
obtain trading advantages for Canada at the Washington con- 
ference of 1871 was the beginning of this development. Canada’s 
successful efforts to free herself from the restrictions of British- 
made commercial treaties, particularly after 1897, gave added 
weight to the voices of the Dominions at subsequent imperial con- 
ferences. Finally, the entire growth of protectionism in Canada, 
directed at Empire as well as foreign products, has made for a 
relationship of arms-length political as well as economic bargain- 
ing between Canada and the United Kingdom: 
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The future of Canadian tariff policy does not lie within the 
province of this volume. The period after World War II will al- 
most certainly give rise to new internal as well as external prob- 
lems for Canada that will require a review, if not a remodelling of 
her foreign commercial policy. Developments during the war 
itself have perhaps indicated a trend towards reduced barriers. 
The outbreak of the second world war saw Canada placed in the 
position of having to reduce imports from the United States, par- 
ticularly of consumer goods, if she was to avoid increased bor- 
rowings from that country. Her principal sales were being made 
to Great Britain and were not productive of sufficient dollar ex- 
change to pay for necessary war imports from the United States. 
The Canadian tariff on normal articles of import from the United 
States was, therefore, raised, and the British preference was 
increased. Subsequent events have, however, made a continuance 
of this policy unnecessary. Since the Hyde Park agreement of 
April 1941 a very real integration of the Canadian and American 
industrial systems has occurred with the objective of maximum 
output of war materiel in minimum time. Where the tariff was 
found to be impeding this objective it has been removed on ma- 
terials needed in Canadian war production. As in no previous 
period in the tariff history of Canada, the prospect for the solution 
of the fundamental economic problems of the Dominion without 
the aid of substantial barriers to the free flow of international 
trade appears to be economically and politically possible. Cer- 
tainly the new creditor status of the Dominion, particularly in 
relation to Great Britain, makes such a development essential for 
international stability. The future of tariff policy, however, will 
largely be conditioned by post-war developments of the most 
fundamental character. If relatively full employment is main- 
tained after the war both in Canada and abroad, it may well be 
that exclusionist sentiment will not arise. 

Many unanswered questions come to mind at the end of this 
study. What has been the effect of tariff-induced investment on 
national income during periods of depression? To what extent has 
the tariff retarded full realization of the income producing poten- 
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tial of marginal resources? Can a more definitive answer be 
given to the question of regional incidence of higher costs resulting 
from protection? And, of perhaps greatest importance, what 
means of payment can Canada best accept for her expanded ex- 
port trade in the war and post-war years ahead? The ending of 
the war may not only provide scholars with the time but also with 
the data for the study of these questions. 
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